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INTERNATIONAL AIR FARES 

WEDNESDAY, APKIL 28,  1965 

HOUSE OF REPRESEITTATIVES, 
SUBCOMMITTEE ON TRANSPORTATIOX AND AERONAU'WCS 

OF THE COMMIITEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, B.C. 

The subcommittee met at 10 a.m., pursuant to call, in room 2123, 
Rayburn House Office Building, Hon. Harley O. Staggers (chairman 
of the sulx;ommittee) presiding. 

JVIT. STAGGERS. The committee will come to order. 
Before we get into today's hearings on international rate legisla- 

tion, I would like to make a few comments on one of President John- 
son's announcements of yesterday. 

We learned that Chairman Alan S. Boyd of the Civil xVeronautics 
Board has been appointed as Under Secretary of Commerce for Trans- 
portation. This news was received with mixed emotions because in 
the years since 1959, when Mr. Boyd first joined the Civil Aeronautics 
Board, I have been impressed with his industry, intelligence, and un- 
questioned integrity in fulfilling his difficult duties. 

I say mixed emotions because I feel that the Civil Aeronautics 
Board and the aviation industry and the users of air transportation 
have benefited greatly under his leadership. In the years since 1959, 
revenue ton-miles of air freight have increased from some 35 to 78 
million. 

Revenue passenger miles have increased from 28 million to over 41 
million. We have seen the successful transition from piston equip- 
ment to jet equipment, and an advance in available seat-miles from 
46 to 75 million. 

Mr. Boyd was first appointed by President Eisenhower, and in 1961 
•was appointed Chairman by President Kennedy. He has since been 
reappointed as Chairman at the beginning of each year, and, of course, 
the most rec«nt appointment was under President Johnson. 

He has made an enviable reputation for himself within the Civil 
Aeronautics Board, throughout the aviation world, and here before 
us in his numerous appearances as a witness. 

I think that I and other members of the committee would deeply 
resrret to see Mr. Boyd leave the Board and take on different duties 
in other branches of Government were it not for the fact that we can 
expect to have his presence at future hearings in his new role as Under 
Secretary of Commerce. 

At this time I extend to yoii. Mr. Boyd, my heartiest congratulations 
and mv best wishes for voiir future. 

1 
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Mr. FRIEDEL. I echo the remarks of the chairman and say that I 
have been greatly impressed with Mr. Boyd the times he has appeared 
before the committee.   You have been very, very fair and decent. 

Mr. BoYD. Thank you very much, gentlemen. I am truly pleased 
and humbled by your statements. I should say for the record, Mr. 
Chairman, that I would like Congressman Friedel to be assured that 
there were not any differences as to Friendship Airport that drove me 
off the CAB. 

I do very much look forward to continuing to work in the field of 
aviation, which is my fii-st love and has been the only interest I have 
had since 1959. In connection with your very kind words about the 
development in the period since I have been with the Board, I would 
like to say that what progress we have made has been due, in my judg- 
ment, to a tremendous staff at the Civil Aeronautics Board, the most 
comj^etent group of people I have ever had the pleasure of being asso- 
ciated with in my life, and the vei-y wonderful cooperation from the 
Congress in its efforts to wrestle with the problems which we have 
often unceremoniously dropped on your doorstep. 

It has been a truly wonderful experience for me. 
Mr. STAGGERS. Thank you. 
Today the committee opens heiirings on H.R. 465. 
(H.R. 465 and agency reports thereon follow:) 

[H.R. 465, 89tb Cong., 1st sess.] 
A BILL To nmend the Federal ATlatlon Act of 1958 to provide for the repulatlon of rntes 

and practices of air carriers and foreign air carriers In foreign air transportation, and 
for other purposes 
Be it enacted hy the Senate and House of Representatives of the United States 

of Ameriea in C(mgress assembled. That subsection (a) of section 404 of the 
Federal Aviation Act of 10.".8 (49 U.S.C. 1.^74(a)) is amended by insertinR "(1)" 
immediately after "(a)" and adding at the end thereof the following new para- 
graph : 

"(2) It .shall be the duty of every air carrier and foreigrn air carrier to estab- 
lish, observe and enforce jiist and reasonable individual and joint rates, fares, 
and charges, and just and reasonable clas.siflcations, rules, regulations, and prac- 
tices relating to foreign air transportation ; and, In case of such joint rates, fares, 
and charges, to establish just, reasonable, and equitable divisions thereof as 
l)Otween air carriers or foreign air carriers particiimting therein which shall not 
unduly prefer or prejudice any of such participating air carriers or foreign air 
carriers." 

SKC. 2. Section 801 of the Federal Aviation Act of 19.58 (49 U.S.C. 1461) Is 
amended by Inserting "(a)" immediately after "801" and by adding at the end 
thereof the following new subsection : 

"(b) Any order of the Board pursuant to section 1002(f) requiring that an 
air carrier or foreign air carrier discontinue demanding, charging, collecting, 
or receiving a rate, fare, or charge for foreign air transportation, or enforcing 
any classification, rule, regulation, or practice affecting such rate, fare, or charge, 
and any action of the Board pursuant to section 1002(g) suspending the operation 
of a tariff filc<l with the Board by an air carrier or foreign air carrier stating 
a new individual or joint rate. fare, or charge for foreign air transportation, 
shall be subject to the approval of the President: Proxrided, That any order of 
the Board directing an nir carrier or foreign air carrier to alter any rate, fare, 
or charge, or any classification, rule, regulation, or practice aflfecting such rate, 
fare, or charge, to the extent necessary to correct any discrimination, preference, 
or prejudice, and any order that the air carrier or foreign air carrier shall discon- 
tinue demanding, charging, collecting, or receiving any such discriminatory, 
preferential, or prejudicial rate, fare, or charge, or enforcing any such discrimina- 
tory, preferential, or prejudicial classification, rule, regulation, or practice, shall 
not be subject to such approval. Copies of any such proposed orders, and of 
proposed statements containing reasons for suspension, shall be submitted to 
the President by the Board before publication." 
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SEC. 3. Subsection (d) of section 1002 of the Federal Aviation Act of 1958 
(49 U.S.C. 1482(d)) is amende<l by changinK the colon following the word 
"effective" to a ijeriod and striking out the following: "Provided. That as to rates, 
fares, and charges for overseas air transportation, the Board shall determine and 
prescribe only a just and reasonable maximum or minimum, or maximum and 
minimum rate, fare, or charge." 

SEC. 4. Subsection (e) of section 1002 of the Federal Aviation Act of 1958 
(49 U.S.C. 1482(e)) is amended by in.serting the words "and foreign air carriers" 
after the words "air carriers" where they appear in paragraphs (2) and (3) of 
the subsection, and by inserting the words "and foreign air carrier" after the 
words "air carrier" where they appear in paragraph (5). 

SEC. 5. Subsection (f) of section 1002 of the Federal Aviation Act of 1958 
(49 D.S.C. 1482(f)) is amended to read as follows: 

"KATES  AND  PKACTICES  IN   FOEEION  AIB  TRAN8P0ETAT10N 

"(f) Whenever, after notice and hearing, upon complaint or upon its own 
Initiative, the Board shall be of the opinion that any individual or joint rate, fare, 
or charge demanded, charged, collected, or received by any air carrier or foreign 
air carrier for foreign air transportation, or any classification, rule, regulation, or 
practice affecting such rate, fare, or charge, or the value of the service thereunder. 
Is or will be imjust or unreasonable or unjustly discriminatory, or unduly pref- 
erential, or unduly prejudicial, the Board may alter the .same to the extent neces- 
sary to correct such unjustness, unreasonableness, discrimination, preference, or 
Xirejudice and make an order that the air carrier or foreign air c-arrier shall dis- 
continue demanding, charging, collecting, or receiving any such unjust, unreason- 
able, discriminatory, preferential, or prejudicial rate, fare, or charge, or enforcing 
any such unjust, unreasonable, discriminatory, preferential, or prejudicial classifi- 
cation, rule, regulation, or practice. The Board may In the aforesaid order set 
forth and prescribe the lawful rate, fare, or charge (or the maximum or minimum 
or the maximum and minimum thereof) thereafter to be demanded, charged, col- 
lected, or received, or the lawful classification, rule, regulation, or practice 
thereafter to be made effective." 

SEC. 6. Subsection (g) of section 1002 of the Federal Aviation Act of 1958 
(49 U.S.C. 1482(g)) is amende<l— 

(1) by striking out the words "interstate or overseas"; 
(2) by amending the parenthetical phrase following the word "joint" to 

read as follows: "(between air carriers, between foreign air carriers, or 
between an air carrier or carriers and a foreign air carrier or carriers)"; 
and 

(3) by In.serting the w-ords "or foreign air carrier" after the words "air 
carrier" wherever they appear therein. 

SEC. 7. Subsection (I) of section 1002 of the Federal Aviation Act of 1958 
(49 U.S.C. 1482(1)) is amended by changing the colon following the wonl "oper- 
ated" to a period and striking out the following: "Provided, Tliat as to joint rates 
fares, and charges for over.sea air transportation the Board shall determine and 
prescribe only just and reasonable maximum or minimum or maximum and 
minimum joint rates, fares, or charges." 

SEC. 8. Tlie amendments made by this Act shall become effective thirty days 
after the date of enactment of this Act. 

EXECUTIVE OFFICE OF THE PRESIDENT, 
BUBEAU OF THE BUDOBT, 

Washington, B.C. Aprii 26,19S5. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, Bouse of Repre- 

sentatives, Washington, B.C. 
DEAR MB. CHAIRMAN : This is in reply to your request for the views of the 

Bureau of the Budget on H.R. 465. a bill to amend tie Federal Aviation Act of 
1958 to provide for the regulation of rates and practices of air carriers and for- 
eign air carriers in foreign air transportation, and for other purposes. 

The purpose of H.R. 465 Is to secure for the U.S. Government a position of 
control of international air rates comparable to that of most foreign govern- 
ments.    At present, the power of the Civil Aeronautics Board over the rates 
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and practices of both U.S. carriers engaged In foreign air transportation and 
foreign air carriers Is limited to removing any discrimination found to exist 
after notice and hearing. H.K. 465 would give the CAB discretionary author- 
ity to prescribe rates and practices and to suspend tariffs of U.S. and foreign 
air carriers in foreign air transportation under the same ratemaking standards 
that apply to interstate air transportation. This authority would be subject 
to the approval of the President to assure consistency with the general foreign 
policy and security objectives of the U.S. Government 

Enactment of this bill would give the CAB necessary powers to protect U.S. 
travelers and shippers and would carry out a recommendation of the statement 
of international air transportation policy, approved by President Kennedy In 
April 1963, that "* • * Congress should adopt legislation which would give to 
the Civil Aeronautics Board authority, subject to approval of the President, to 
control rates In international air transport to and from the United States." 

The Bureau of the Budget strongly recommends enactment of H.R. 465 and 
advises that its enactment would be consistent with the administration's 
objectives. 

Sincerely yours, 
PHILLIP S. HUGHES, 

Assistant Director for Legislative Reference. 

DEPARTMENT or STATE, 
Washinffton, D.C., April 27,1965. 

Hon. OEEK HABBIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
V.8. House of Representatives. 

DEIAB MR. CHAIRMAN : In your letter of February 4, 1965, you requested the 
Department's views on H.R. 465, a bill to amend the Federal Aviation Act of 
1958 to provide for the regulation of rates and practices of air carriers and for- 
eign air carriers in foreign air transportation and for other purposes. The 
Department strongly supports enactment of this legislation. 

H.R. 465 is identical to H.R. 6400 which you introduced in the 1st session of 
the 88th Congress and which was not reported out of your committee during 
the 88th Congress. 

The Department first commented on this bill in a letter to you dated July 26, 
1063. In that letter, we anlayzed in detail the effect which the passage of H.R. 
6400 would have on our scheme of bilateral air transport services agreements 
and concluded by strongly supporting its prompt enactment. We renew this 
support now. We believe that experience since the North Atlantic rate dispute 
of the spring of 1963 demonstrates anew the need for this legislation. 

I should like at the outset to review briefly the various letters and certain as- 
pects of the public testimony which the Department of State directed to your 
committee following our original comments of July 26,1963. These letters, along 
with testimony, amplified the reasons for and gave a more detailed clarification 
of the Department's original position. 

By letter dated September 8, 1963, the Department replied to the questions 
posed In your letter of Aug^ist 8, 1963. In our letter, we discussed the problem, 
which we still believe to be an illusory one; namely, that H.R. 6400 would not 
protect the United States against destructive rate cutting practices by foreign 
airlines flying to and from the United States. We pointed out that if any 
problem did exist with respect to destructive rate cutting practices, the De- 
partment would seek to solve this problem by negotiating either the Bermuda 
form rate article or the so-called new rate article, depending on whether the 
carriers of the country with which we were negotiating had a history of destruc- 
tive rate cutting practices. We concluded that enactment of H.R. 6400 woHild, 
if anything, strengthen our position in solving tlie real problem—how to prevent 
international rates from rising. 

On May 19. 1964. your committee opened public hearings regarding H.R. 6400. 
The then Legal .\dviser of the Department of State presented a detailed state- 
ment supporting and urging prompt enactment and pointing out the differences 
between H.R. 6400 and the so-oalled ATA bill. H.R. 1716. 

The statement outlined the advantages inherent in H.R. 6400 and the defects 
of H.R. 1716, in terms of our position to be able to influence the international 
air fare structure in the direction of lower rates.   The statement also discussed 



INTERNATIONAL  AIB  FAKES 5 

what we characterized as the "theoretical" problem of destructive rate dutting, 
which seemed at that time to be a major although unwarranted objection to 
passage of the legislation. 

Further, the statement emphasized the important and singular difference be- 
tween H.R. 6400 and the amendment to S. 1540 as it was reported out of the 
Senate committee on November 21, 1963. As you recall, the Senate amendment 
removed the requirement—present in the administration's S. 1540—of review 
and approval by the President, pursuant to section 801 of the Federal Aviation 
Act, or any Board order issued under the proposed ratemaking and suspension 
authority. The Legal Adviser's statement pointed out that this amendment was 
inconsistent with our aviation interests, with our overall foreign policy interests, 
and with our traditional governmental concepts of allocation of powers. Finally, 
the statement reemphasized our strong support for H.R. 6400, and indicated that 
its enactment would place our country, for the first time, on a par with the 
other major aviation countries of the world. 

The Department believes that enactment of H.R. 465 is even more urgent 
today than it was 2 years ago. Then, we had only one experience of an lATA 
failure to reach a fair and Just agreement. Since that time, however, there 
have been several lATA meetings, and the results of these have proven the 
inability of the member airlines to reach agreement on many of the complex 
rate problems relating to special economic and travel circumstances, differ- 
entials in fare structures, and the all-important matter of the level of charges 
to be imposed on the users of the airline services. 

As a restilt, there have l)een in the past 2 years important instances when 
indecision in rate standards has been prejudicial to the public interest and 
has hampered eflScient airline planning. There has been only a type of de facto 
lATA agreement in effect, which resulted after numerous lATA meetings had 
ended In a deadlock on several issues, and these had become a question of rather 
intense governmental concern. The de facto agreement did bring about a 
better rate structure and certain reductions, but not nearly as many imiwove- 
ments as the U.S. Government would have wished. At the present time, the 
members of lATA have had several additional sessions looking toward the 
establi-shment of rates for the 1965-60 .season. After what appeared to be 
another deadlock, TATA at the last moment did reach an agreement which 
provides for no rate changes and which would terminate TWA's current pro- 
gram of showing inflight motion pictures. The Board is presently considering 
all aspects of this agreement under its customary section 412 procedures. 

At all events, there have again been informal suggestions that a multilateral 
governmental conference be convened either to supplant lATA or to determine 
whether a better or more improved mechanism can be found. While we are 
hopeful that IAT.\ will be able to succeed, we cannot Ignore the difficulties 
which lATA has had in recent years in arriving at unanimous agrt^raents. In 
the event that there are direct governmental negotiations, the U.S. flovernment 
would wish to be in the strongest possible negotiating position. This can only 
be achieved if the Board Is given the power to fix rates in international air 
trnnsportfltion. 

Furthermore, even if the current TATA agreement is approved by the Board, 
there are still several areas where the fare structures appear to be unreason- 
able and where the Board is powerless to act on behalf of the public interest. 
For example, as Chairman Boyd has frequently pointed out. fares In the 
Pacific are nt nn unflnly hijrb level. There Is Uttle prospect that changes In 
these fares can be achieved solely throueh the existing 1XT\ mechanism. We 
agree with Chnirman Boyd's view that the public will not, at least in the near 
future, be given the benefit of lower rates in the Pacific unless the Board is 
given the power to fix fair and just rntes in international air transportation. 

It Is for these reasons that the Department once again strongly supports 
H.R. 465 nnd urgently recommends its prompt enactment. 

The Bureau  of the Budtret advises that there Is no objection to the sub- 
mission of this report and that enactment of H.R. 465 would l>e consistent with 
the program of the President. 

Sincerely yours. 
DoTioi.As MACARTHTTH TI. 

AnKhlnnt Flenrcfari/for rnnfjrcxKinnnl Ifrlntlonx 
(For the Secretary of State). 
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OnriCK OF THE PO8T.MA8TER GENERAI., 
Washington, D.V., April 27,196S. 

Hon. OREN HARRIS. 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 

DEAR MR. CHAIRMAN : Thi.x is in reply to your request for our views on 
H.K. 46.5, amending the 1958 Federal Aviation Act to provide for tlie regrnla- 
tion of rate.s and practice.s for air carriers in foreign air transixirtation. 

The purpose of this legislation is to strengthen the hand of the United 
States in its negotiations with foreign airlines for rates on oversea flights. 

To encourage more people to travel by air, the United States has tradition- 
ally favored the setting of relatively low fare schedules. On the other hand, 
foreign carriers, with higlier costs, and in many cases operating largely as 
subsidized prestige lines for their governments, have shown continued prefer- 
ence for t-he scheduling of higher rates. The preference u.stially became binding 
on the United States and on all participating foreign countries because of rates 
legally authorize<l and fixed by the International Air Transixirt Association, 
an international organization consisting of comiMinies from some 44 countries. 

The power of our Civil Aeronautics Board to set rates for travel in either 
direction between the United States and foreign countries is unreasonably 
restricted by the Federal Aviation Act of lO.'tS, and by mrtre tJian 40 bilateral 
air travel agreements presently existing between the Uniteil States and na- 
tions with companies l>elonging to the International Air Transport Association. 

•While tie United States may disapprove of a rate sche<lule set by the organi- 
zation, it has no power to block the adoption of the organization rate, or to 
.stop foreign airlines who use the rate from flying to and from the T'nited 
States. On the other hand, foreign governments have the power under bi- 
lateral treaties and their own laws to require l»oth their own and the U.S. 
airlines to charge the organization rate, and even to bar U.S. airlines from 
landing if tliey refuse to cl)arge the organization rate. As a c<msequenoe, 
these foreign governments and companies, In effect, are dictating high organiza- 
tion nites. and comiielling U.S. airlines to follow them. 

H.R. 465 would permit the Civil Aeronautics Board by law to compel U.S. 
airlines flying to other countries to charge rates which it fixes or approves, 
regardless of the International Air Transport Association's recommendatlonis. 
It would also make bilateral agreements more effective by requiring foreign 
governments to allow our airlines to operate to and from their countries 
at rat.es fixed by our own Civil Aeronautics Board. 

While the measure would not directly affect our Department rates for the 
transportation of mail, we are in general accord with the purpose of the legis- 
lation, and favor Its enactJnent. 

The Bureau of the Budget has advLsed that from the standpoint of the ad- 
ministration's program there Is no object to the submission of tliis report to 
the committ<>e. 

Sincerely yours, 
JOHN R. GBONODBKI. 

Postmaster Oeneral. 

COMPTBQLLER OEXERAL OF THE UNITED STATES. 
Washington, D.C, February 26, 1965. 

Hon. OBEN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

DEAR MR. CHAIRMAN : We refer to your letter of February 4. 196,'), in which 
you ask for our comments on H.R. 465. A companion bill, S. 907, has been 
introduced in the Senate. 

H.R. 465 is designed to amend the Federal Aviation Act of 1958 (49 U.S.C. 
1301 et seq.) to give the Civil Aeronautics Board more power and control than 
it now pos-seeses over foreign air transportation. Under the present law. the 
Civil Aeronautics Board has practically no direct authority over the rates and 
practices of either IT.S. or foreign air carriers engaged in foreign air trans- 
portation.   Apart from its power to approve or disapprove agreements among 
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air carriers and foreign air carriers fixing rates and practices in foreign air 
transportation, whicli is limited to passing on whetlier the agreements are 
consistent with the Federal Aviation Act and the public interest (49 U.S.C. 
1382), the only power over rates and practices in foreign air transportation 
now possessed" by the Board is that of ordering a carrier to remove a dis- 
crimination In its rate structure if, after notice and hearing, discrimination 
is found to exist (49 U.S.C. 1482(f)). 

H.H. 405, wlilch embodies a legislative recommendation contained for the 
past few years In the annual rejwrts of the Civil Aeronautics Board, would 
accomplish the objective of more legislative control by aineiuling the Fe<ieral 
Aviation Act of 1958 so as to give the Board power to regulate the rates and 
practices of the U.S.-flag carriers and foreign air carriers in foreign air trans- 
portation similar to that wliich it now possesses over domestic carriers. 

A similar bill. H. 1540, was introduced in ttie 88th Congress. After hearings, 
the Senate Committee on Commerce reix>rted favorably on an amendment in 
the nature of a substitute. The amendment changed S. 1.54() in only one reKiiei-t. 
S. 1540, like H.R. 405, originally provided that tlie President would have tlie 
ixiwer to approve or disapprove actions of the Board in Using rates and prac- 
tices and su.spendiiig tariffs in foreign air transportation. Under the amend- 
ment to S. 1540 the Board was re<juired to report to tl)e President its decisions 
on international rate matters before publication, but the amended bill did not 
provide any .itntutory authority for mmlilicatlon of Board decisions by the 
President. The amended bill passed the Senate on Novembtrr 26, ISKiS. and was 
introduced in the House of Representatives where it was referred to your 
CMnmittee. 

We note that the provisions of H.R. 4(>5 are in accord with a statement on 
International air transport policy, approved by President Kennedy in 19<5S after 
submissuon to him by an interagency steering committee, and tliat the bdll would 
serve to implement certain provisions of bilateral air transiwrtation agreements, 
wjnimonly called Bermuda-type agreements, between the United States and 
various foreign governments. 

If enacted, H.R. 405 would not affect the functions and activities of the 
General Accounting OflBce.    Its provisions generally seem to be in the public 
interest and we are not opposed to its enactment. 

Sincerely yours, 
JOSEPH CAMPBELL, 

Comptroller General of the United States. 

GENERAL COUNSEL OF THE DEPARTMENT OF COMMERCE, 
Washington, B.C., April 88,1965. 

Hon. OREN HARRIS, 
Chairman, Interstate and Foreign Commerce Committee, House of Representa- 

tive*, Washington, D.C. 
DEAR MR. CHAIRMAN : This Is In further reply to your request for the views 

of this Department on H.R. 4«5, a bill to amejid the Federal Aviation Act of 
1958 to provide for the regulation of rates and practices of air carriers and 
foreign air carriers in foreign air transportation, and for other purposes. 

This proposed legislation deals with overseas air transportation (I.e., trans- 
portation from tlie continwital United States to U.S. tenitories and ijos.'^esslons 
or between U.S. territories and possessions) and foreign air transportation (i.e., 
transportation between the United States and any place outside thereof but not 
including overseas transiwritatlon). 

The proposed legislation would (1) eet forth the duties of the air carriers 
and forwgn air carriers in foreign air transportation in establishing Just and 
reasonable rates and practices: (2) require that ordeiB of the Cinl Aeronautics 
Board directing an air carrier or foreign air carrier to discontinue a rate or 
practice for foreign air transportation and actions of the Board susiiending 
tariffs filed by such carriers for such transportation he subject to the approval 
of the President; (3) extend the Board's authority over the rates of U.S. 
carriers in overseas air transiwrtation from the present right to prescribe only 
maximum and minimum rates to the right to prescribe exact rates (the Board 
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now has this authority in respect to rates for interstate transportation) ; (4) 
extend the public interest factors to be considered by the Board in acting on 
rates to cover foreign air carriers as well as U.S. air carriers; (5) continue 
existing authority of the Board to order an air carrier or a foreign air carrier 
to r^nove a discrimination, preference, or prejudice in its foreign air transporta- 
tion rate structure, and authorize the Board to require discontinuance by the 
carrier of the unreasonable or discriminatory rate or practice, as well as pro- 
vide new authority to prescribe the lawful rate or practice; and (6) authorize 
the Board to suspend rates and practices of air carriers in interstate and over- 
seas air transportotion pending hearing, so as to give the Board the same 
authority to susx>end tlie rates and practices of an air carrier or foreign air 
carrier in foreign air trauHiwrtatlon i^ending hearing as the Board now tias 
in Interstate and overseas air tran.siportation. 

For some time, the Board has sought additional rate powers in foreign air 
txansportation. At the present time, some foreign governments unilaterally 
control the rates of the U.S. air carriers, but the United States doe.s not have 
the machinery to control the rates of foreign air carriers. It is in this area 
that tlie power to control rates and tarifCs is desired. 

This bill is in conformance with the statement of international air transport 
policy approved by President Kennedy in I'JOS which recommended that '"* * • 
Congress should adopt legislation which would give to the Civil Aeronautics 
Board authority, subject to approval by the President, to control rates in Inter- 
national ah- transiKjrt to and from the United States." 

The propose<l legislation, by giving the Board power to approve or disapprove 
the rates of U.S. and foreign International air carriers similar to the power 
It now has with respect to domestic carriers, gives eflfect to the statement of 
international air transport policy. 

Awonlingly, the Department recommends enactment of H.R. 465. 
We have been advised by the Bureau of the Budget that there would be no 

olyection to .•nibmLs.*ion of tliis report from the .standpoint of the administra- 
tion's program. 

Sincerely, 
RoBEBT E. GILES. 

DEPARTMENT OF .JUSTICE, 
OFFICE OF THE DEPUTY ATTORNEY GENERAL, 

Washington, D.C., May 19, J965. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, House of Repre- 

sentatives, Washington, D.O. 
DiiAB MR. CHAIRMAN : This is In response to your request for the views of the 

Department of Justice concerning H.R. 465, a bill to amend the Federal Aviation 
Act of li)58 to provide for the regulation of rates and practices of air carriers 
and foreign air carriers in foreign air transportation, and for other purposes. 

The bill embodies recommendations of an interdepartmental committee for 
the enactment of legislation to emjwwer the Civil Aeronautics Board to control 
rates and practices of foreign air carriers operating within U.S. territory. The 
controls pro^aded for in the legislation are similar to those the Board now has 
with re.si)ect to interstate operations of domestic air carriers. In general, the 
controls to be exercised by the Board under the measure would be subject to 
ajiproval by the President. 

The bill is similar to proposed legislation submitted to the 88th Congress 
by President Kennedy. 

The Department of Justice believes this bill would protect the interests and 
needs of travelers and carriers, and would serve to Improve the Government's 
position in meeting foreign air transport competition; therefore, we recommend 
enactment of H.R. 4(S.'). 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report from tlie standpoint of the administration's program. 

Sincerely, 
RAMSEY CLARK, 

Deputy Attorney General. 
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CIVIL AEBOHAIITICS BOARD, 
Washington, D.C., February 9,1965. 

Hon. OREN HARBIB, 
Chairman, Committee on Interstate and Foreign Cotnmerce, 
Bouse of Representatives, Washington, D.C. 

DEAR MR. CHAIRMAN : This Is in reply to your letter of February 4, 1965, 
requesting a report by the Board on H.R. 465, a bill to amend the Federal Avia- 
tion Act of 1958 to provide for the regulation of rates and practices of air 
carriers and foreign air carriers In foreign air transportation, and for other 
purposes. 

The provisions of H.R. 465 are Identical to those of a draft bill submitted 
by the Board to Congress on January 8,1965. 

For the reasons set forth in the statement of purpose and need which aecMn- 
panled the draft bill, a copy of which is enclosed, the Board urges that prompt 
and favorable consideration to be given to H.R. 465. 

Sincerely yours, 
ROBERT T. MUBPHT, 

Vioe Chairman. 

STATEMENT OF PURPOSE AND NEED FOR THE BILL 

The draft bill would amend the Federal Aviation Act of 1958 so as to give 
the Board discretionary authority, subject to approval by the President, to 
prescribe rates and practices and to suspend tariffs of U.S. and foreign air 
carriers in foreign air transportation under tlie same ratemaking standards 
that are applicable to interstate air transportation. In addition, an affirmative 
duty would be placed on the carriers to establish just and reasonable rates 
and practices relating to foreign air transportation. Also, the existing powers 
of the Board over rates and practices in overseas air transportation would be 
modified so as to correspond with those which it has with respect to interstate 
air transportation, and which are proposed for foreign air transportation. 

The biU implements a recommendation in the statement on international air 
transport policy approved by President Kennedy on April 24,1963, that Congress 
should adopt legislation giving the Board authority, subject to approval by the 
President, to regulate rates in foreign air transiwrtation i)ecause of the need 
"for more effective governmental influence on rates" to protect the needs of 
the traveler and the shlpi)er. This recommendation is consistent with the views 
of the Board, which has sought legislation of this nature since 1942. 

At the present time, the Board has no really effective method by which it 
can protect travelers and shippers against foreign rates which are too high, or 
prevent the establishment of rates which are so low as to endanger the financial 
health of the carriers. Although the Board must approve or disapprove the 
rates established by the International Air Transport Association (lATA), the 
basic mechanism for determining rates and fares in the first instance, its power 
to affect the level of the rates—that is, whether they are too high or too low— 
is not only indirect but ineffective. In fact, <the only direct authority which the 
Board has over rates charged by either U.S. or foreign air carriers is the power 
to remove any discrimination found to exist after notice and hearing. 

On the other hand, virtually all other countries have authority, derived from 
decrees, regulations, the constitutional structure of their governments, and bi- 
lateral agreements having the effect of law, to suspend and fix the rates of their 
carriers as well as those of the United States. As a result U.S.-flag carriers, 
who are generally the low-cost carriers, have been unable to put lower rates 
into effect even when they desired to do so. Thus, foreign governments have 
been able to take unilateral action against carriers of the United States, while 
this Government has not been able to do the same with respect to theirs. 

Making the new powers discretionary, and subjecting their exercise to the 
approval of the President, would give recognition to the foreign policy factors 
invloved in foreign air transportation, as well as assure that such powers would 
be exercised in conformity with our international obligations and with the 
overall polic.v interests of the United States. Moreover, such discretion would 
provide the necessary flexibility for continuing the International Air Transport 
Association (lATA) as the basic mechanism for establishing international air 
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trunsport rates and fares, as recommended in the statement on international air 
transijort polity. 

In summary, givinp; the Board the power to fix rates and suspemi tariffs in 
foreign air transiwrtation, as it may now do with resepct to interstate air trans- 
I>ortation, would not only place it on an equal IMISIS with its counterparts in 
foreign governments, but would also enable it to take effe<'tive action in tlie 
foreign field for protection of the traveler and the shipper. Moreover, vesting 
tlie Board with -such authority would be consistent with the objective of the 
air transport policy of the United States to provide a system of reasonable rates 
that will take into account both the interests of the carriers and the needs of 
the consumer. 

There is attached a section-by-section analysis of the draft bill, and a com- 
IHtrisou of its provisions with existing law. 

SECTION-BY-SBCTION ANALYSIS OF THE BILL 
Scrfion 1 

Amends subsection (a) of section 404 of the act, requiring air carriers in inter- 
state and overseas air transportation to provide through service, adequate equip- 
ment and facilities, and establish just and reasonable rates and practices, by 
adding provisions making it the duty of air carriers and foreign air carriers to 
establish jn.st and reasonable rates and practices relating to foreign air transporta- 
tion. Since the Board is being given the power in section .5 of the bill to pass 
upon the justness and reasonableness of rates and practices of air carriers and 
foreign air carriers in foreign air transportation, such carriers should have the 
duty of establishing just and reasonable rates and practices for such 
transiwrtation. 
Section 2 

Amends section SOI of the act, subjecting the issuance, dental, etc., of certifi- 
cates for overseas or foreign air transportation and iiermits for the latter to 
Presidential approval, by adding provisions requiring that orders of the Board, 
other than those relating to the removal of discriminations, directing an air car- 
rier or foreign carrier to discontinue a rate or practice for foreign air trans- 
portation, and actions of the Board susiiending tariffs filed by such carriers for 
such transix>rtation, shall be subject to the approval of the President. Copies 
of such orders and of statements containing reasons for suspensions must be 
submitt«Hl to the President prior to publication. Orders relating to the removal 
of discriminations have been excluded from Presidential approval since the 
Board presently has authority to issue such orders without such approval. 
Section S 

Amends subset'tion (d) of section 1002 of the act authorizing the Board to 
prescrilte rates and practices of air carriers In interstate and overseas air 
transix)rtation, so as to remove the limitation that the Board may pre.scrihe 
only a "just and reasonable maximum or minimum, or maximum and minimum 
rate, fare, or charge" for overseas transportation. The amendment is required in 
order to avoid the anomaly of the Board having less authority over rates and 
practices in overseas air transportation than it would have in foreign air trans- 
portat ion under .section 5 of the bill. 
Section 4 

Amends subse.-tion (c) of .section 1002 of the act, .setting forth certain criteria 
for the determination, among other things, of tlie justness and reasionableness of 
rates and fan-s for the transportation by air of persons and proi)erty, so as to 
make its provisions api)licable to foreign air carriers as well as to U.S.-flag car- 
riers. Since .s«»ctlon iS of the bill gives the Board the power to pass upon the 
justness and reasonableness of foreign air carrier rates, the standards of stib- 
se<-tion (e) should be applicable to the rates of such carriers as well as to those 
of U.S.-flag carriers. 
Section 5 

Amends subsection (f) of section 1002 of the act. i)ermitting the Board to 
order an air carrier or a foreign air carrier to remove a discrimination, prefer- 
emv. or prejudice In its foreign air transportation rate structure if, after notice 
and hearing, such a discrimination, preference, or prejudice Is found to exist, .so 
as to give tlie Board discretionary authority to alter a rate or i)ractice in foreign 

ir trans|M>rtiition to the extent necessary to correct unreasonableness or di.s- 
imination.   Such authority may be exercised only where the Board is of the 



INTERNATIONAL  AIR   FARES 11 

opinion, after notice and hearing, that a rate or practice is unreasonable or un- 
justly discriminatory or unduly preferential. The Board also would be given 
discretionary autliority to require discontinuance by the carrier of the unreason- 
able or discriminatory rate or practice, as well as to i)escribe tlie lawful rate or 
practice, or the maximum and/or minimum of the rate. As stated in the di.s- 
cussion of section 2 of the bill, orders of the Board under this subsection, except 
for those relating to the removal of discriminations, are subject to the approval of 
the President under section 801 of the act. 

Section 6 
Amends subsection (g) of section 1002 of the act, authorizing the Board to sus- 

pend rates and practic-es of air carriers in interstate and overseas air transporta- 
tion pending hearings, so as to give the Board the same authority to suspend the 
rates and practices of an air carrier or foreign air carrier in foreign air transpor- 
tation i)ending hearing as the Board now has in interstate and overseas air trans- 
portation. Deletion of the words '"interstate and overseas" gives the Board author- 
ity to suspend pending hearing the operation of any tariff filed by an air carrier, 
and this would include tariffs to be effective in foreign as well as in interstate and 
overseas air transportation. Insertion of the words "or foreign air carrier" 
following the words "air carrier" wherever they appear in the subsection, gives 
the Board authority to suspend the rates and practices of foreign air carriers in 
foreign air transportation pending hearing. However, as stated in the di.scus- 
sion of section 2 of the bill, actions of the Board suspending tariffs filed by air 
carriers or foreign air carriers in foreign air transportation are subject to the 
approval of the President under section 801 of the act. 

Section 7 
Amends subsection (1) of section 1002 of the act, authorizing the Board to 

prescribe through services and joint rates for interstate and overseas air trans- 
portation, so as to remove the limitation that the Board may prescribe only "just 
and reasonable maximum or minimum or maximum and minimum joint rates, 
fares, or charges" for overseas air transportation. The amendment is required 
in order to conform the provisions of the subsection to those of subsection (d) as 
amended by .section 3 of the bill. 

Section S 
Provides that the amendments made by the bill shall take effect 30 days after 

the date of its enactment. 

COMPARISON WITH EXISTING LAW—FEDERAI, AVIATION ACT OF 1058 

TITLE IV—AIR OARRIKR ECOXO.MIC REGULATION 

• *•**** 

RATES FOB CABRIAOE OF PERSONS AND PROPERTY 

CARRIER'S DUTY TO PRovaoE SERVICE, RATES, AND DIVISIONS 

SEC. 404.  (a)(J)  * * * 
.(2) It shall be the duty of every carrier and foreign air carrier to establish, 

ohserre, and enforce just and reasonable individual and joint rates, fares, and 
charges, and just and reasonable classifications, rules, regulations, and practices 
relating to foreign air transportation; and, in case of such joint rates, fare^, and 
charges, to establish just, reasonable, and equitable divisions thereof as between 
air carriers or foreign air carriers participating therein which shall not unduly 
prefer or prejudice any of such participating air carriers or foreign air carriers. 

TITLE VIII—OTHER ADMINISTRATIVE AGENCIES 

THE PRESIDENT OF THE UNITED STATES 

SEC. 801.  (a)  * * * 
(b) Any order of the Board pursuant to section 1002(f) requiring that an air 

carrier or foreign air carrier discontinue demanding, charging, collecting, or 
receiving a rate, fare, or charge for foreign air transportation, or enforcing any 
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claisiflcation, rule, regulation, or practice affecting such rate, fare, or charge, 
and any action of the Board pursuant to section 1002 {g) suspending the operation 
of a tariff filed with the Board by an air carrier or foreign air carrier stating a 
new individual or joint rate, fare, or charge for foreign air transportation, stiall 
he subject to the approval of the President: Provided, That any order of the 
Board directing an air carrier or foreign air carrier to alter any rate, fare, or 
charge, or any classification, rule, regulation, or practice affecting such rate, fare, 
or charge, to the extent necessary to correct any discrimination, preference, or 
prejudice, and any order that the air carrier or foreign air carrier shall dis- 
continue demanding, charging, collecting, or receiving any such discriminatory, 
preferential, or prejudicial rate, fare, or charge or enforcing any such dis- 
criminatory, preferential, or prejudicial classification, rule, regulation, or prac- 
tice, shall not be subject to such approval. Copies of any such proposed orders, and 
of proposed statements containing reasons for suspension, shall be submitted to 
the President by the Board before publication. 

TITLE X—PROCEDURE 

COMPLAINTS TO AND INVESTIGATIONS BY THE ADMINISTRATOR AND THE 
BOARD 

PILING OP COMPLAINTS AUTHOKIZEP 

SEC. 1002(a) * * * 

POWER   TO   PRESCRIBE   RATES   AND   PRACTICES   OF   AIR   CARRIERS 

(d) Whenever, after notice and hearing, upon complaint, or upon its own 
initiative, the Board shall be of the opinion that any individual or joint rat<?, fare, 
or charge demanded, charged, collected or received by any air carrier for interstate 
or overseas air transiwrtation, or any classification, rule, regulation, or practice 
affecting such rate, fare, or charge, or the value of the service thereunder, is or 
will be unjust or unreasonable, or unjustly discriminatory, or unduly preferential, 
or unduly prejudicial, the Board shall determine and prescribe the lawful rate, 
fare, or charge (or the maximum or minimum, or the maNimum and minimum 
thereof) thereafter to be demanded, charged, collected, or received, or the lawful 
classification, rule, regulation, or practice thereafter to be made effective} iPre- 
I>i4e4j Thot as te ratoo, farco, tw«i chargoo fef ovcrocao mr tranoportation, tfee 
Boafd ohoU dotofminc ft«d preooribo e»ly « fust and  rcaoonablo  maximum e? 

BULB  OF BATEMAKINO 

(e) In exercising and performing its powers and duties with respect to the 
determination of rates for the carriage of persons or property, the Board shall 
take into consideration, among other factors— 

(1) The effect of such rates upon the movement of traffic; 
(2) The need in the public interest of adequate and efficient transportation 

of persons and property by air carriers and foreign air carriers at the lowest 
cost consistent with the furnishing of such service; 

(3) Such standards respecting the character and quality of service to be 
rendered by air carriers and foreign air carriers as may be prescribed by or 
pursuant to law; 

(4) The inherent advantages of transportation by aircraft; and 
(5) The need of each air carrier and foreign air carrier for revenue sufficient 

to enable such air carrier and foreign air carrier, under honest, economical, 
and efficient management, to provide adequate and efficient air carrier and 
foreign air carrier service. 

REMOVAL  eP   DlOCniMIHATlOH  «f   rORBION  *ttt  TRANOPOnTATlOU 

•(f^ Whenever,  ftftei" notice ««<i hearing,  «pe» complaint,  ep H)^e» its ewa 
« B^C 4 «^L ^ « bark      •• 1^ j.^    Tj i-\t^ aiyl   ,-\\\ n\\    *-^*-*   j-vf   t f\ i>   j;4r^ij^ • ^-v*    f f> n T,   ji f^-if    **^^-J5H'ifi|lnl   ^M   -• ^^ • •-* •    M*,^ 4- ^      f j-t —^^ 

ef charge dcmondod, charged, eollceted, er fcoeived fey mty aif corrior ef foreign 
«Hf onrricr fer foreign mf tranoportatioftr »»• «»y olao-'iifioationi rule, regulation, ©» 
tyl'UtS I'lVU  UllU\J milJLy  IJUXJll TTFOCj   rui Vf   vTT \JX1WI O    1 Wit-    • IVIUI^  ^7r   vtx\j  ITCmwTJ i 
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Ul     n III   K,F1^  TTTTjTtDXry^  UIUUl IIIIIUU WI J j   VT    UmjLU^     LTI <J| i,l VII UIUl^   TTT TTTTTTTTT^ 1 

t'llC  DOuPu  Illuy  illWI" vIlC OUIllC  W3  HiC CXWJrlt nCvGOOftPV TO Ot)PPC0 u uUvIl ^ 
TtOii,   Ij PC IV PO11 vv 1 OP pPCjiidivC It (ni  Hill Mv lift OPuCP t'fi ft l' I JiC niP CtX PPICP OP i OPCl fiH U'lP 
carrier nhitll diiiooiitiiiuc domaiiding, eharging, ooUpotiiig, of rrpciving tmy ouch 
dioopi minatory, proforontial, ef prcjudieial rnt'C, faro, ei" chnrgo »»• on forcing af»y 
ouoh diaeriminatory, preferential, ar ppcjudicial elnooitioation, rule, regulation, «p 
pfaeticc. 

RATES   ASD  PRACTICBS   IS   FOBEIOS   AIR   TBASSPOBTATIOK 

(/) Whenever, after notice and hearing, upon complaint or upon its own initiative 
the Board shall be of the opinion that any individual or joint rale, fare, or charge 
demanded, charged, collected, or received by any air carrier or foreign air carrier for 
foreign air transportation, or any classification, rule, regulation, or practice affecting 
such rale, fare or charge or the value of the service thereunder, is or will be unjust or 
unreasonable or unjustly discriminatory, or unduly preferential, or unduly prejudicial, 
the Board may alter the same to the extent necessary to correct such unjustness, 
unreasonableness, discrimination, preference, or prejudice and make an order that 
the air carrier or foreign air carrier shall discontinue demanding, charging, collecting, 
or receiving any such unjust, unreasonable, discriminatory, preferential, or prejudicial 
rale, fare, or charge, or enforcing any such unjust, unreasonable, discriminatory, 
preferential or prejudicial, classification, rule, regulation, or practice. The Board 
may in the aforesaid order set forth and prescribe the lawful rate, fare, or charge {or 
the maximum or minimum or the maximum and minimum thereof) thereafter to be 
demanded, charged, collected, or received, or the lawful tdassificalion. rule, regulation 
or practice thereafter to be made effective. 

srsPENsioN or BATES 

(g) Whenever any air carrier or foreign air carrier shall file with the Board a 
tariff stating a new individual or joint (between air carriers, between foreign air 
carriers, or between an air carrier or carriers and a foreign air carrier or carriers) 
rate, fare, or charge for intcrntato ar ovoroeao air transportation or any classifica- 
tion, rule, regulation, or practice affecting such rate, fare, or charge, or the value 
of the service thereunder, the Board is empowered, upon complaint or upon 
its own initiative, at once, and, if it so orders, without answer or other formal 
pleading by the air carrier or foreign air carrier, but upon reasonable notice, 
to enter upon a hearing concerning the lawfulness of such rate, fare, or charge, 
or such classification, rule, regulation, or practice; and pending such hearing 
and the decision thereon, the Board, by filing with such tariff, and delivering 
to the air carrier or foreign air carrier, affected thereby, a statement in writing 
of its reasons for such suspension, may suspend the operation of such tariff and 
defer the use of such rate, fare, or charge, or such classification, rule, regulation, 
or practice, for a period of ninety days, and, if the proceeding has not been con- 
cluded and a final order made within such period, the Board may, from time to 
time, extend the period of suspension, but not for a longer period in the aggregate 
then one hundred and eighty days beyond the time when such tariff would other- 
wise go into effect; and, after hearing, whether completed before or after the rate, 
fare, charge, classification, rule, regulation, or practice goes into effect, the Board 
may make such order with reference thereto as would be proper in a proceeding 
instituted after such rate, fare, charge, classification, rule, regulation, or practice 
had become effective. If the proceeding has not been concluded and an order 
made within the period of suspension, the proposed rate, fare, charge, classification, 
rule, regulation, or practice shall go into effect at the end of such period-} Provided, 
That this subsection shall not apply to any initial tariff filed by any air carrier 
or foreign air carrier. 

• «***** 

POWER  TO   ESTABUSH   THROUOH   AIB  TBANSPORTATION   SERVICE 

(i) The Board shall, whenever required by the public convenience and necessity, 
aft«r notice and hearing, upon complaint or upon its own initiative, establish 
through service and joint rates, fares, or cliarges (or the maxima or minima, or 
the maxima and mimima thereof) for interstate or overseas air transportation, 
or the classifications, rules, regulations, or practices affecting such rates, fares, 
or charges, or the value of the service thereunder, and the terms and conditions 
under which such through service shall be operated;.    Provided, That «e te joint 

M»d preoeribo only j«»t ftnd pcaoonitblo maximum or minimum er maximum ft«f} 
minimum joint rateu, farcu, ec chorgco. 

56-562—«5 2 
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Mr. SxAfiOKKs. Perliaps it would be more accurate to say that we 
are resuming hearings which ran from May 19 to June 1 of last year 
on the same and related subjects. These hearings did not lend to a 
conclusion so far as legislation is concerned, and I understand that the 
proponents of the bill before us, which would empower the Civil 
Aeronautics Board to regulate the fares, rates, and practices of our 
international air carriers and also those of foreign air carriers who 
operate to and from the United Stat«s, continue to seek legislative 
relief. 

It is also understood that the substantial opposition which was 
brought forward a year ago is still present. 

The committee is willing to continue to consider the pros and cons 
of this complex subject and to strive for an intelligent detennination 
as to whether or not the CAB should have the legislation in this field 
which it has l)een seeking now for over 20 years. 

Our first witness is the Honorable Alan S. Boyd of the Civil Aero- 
nautics Board, and we are happy to welcome him to our new hearing 
room and to have his statement on today's subject. 

STATEMENT OF HON. ALAN S. BOYD, CHAIRMAN OF THE CIVIL 
AERONAUTICS BOARD; ACCOMPANIED BY JOHN WANNER, GEN- 
ERAL COUNSEL, CIVIL AERONAUTICS BOARD; IRVING ROTH, 
DIRECTOR, BUREAU OF ECONOMIC REGULATION, CIVIL AERO- 
NAUTICS BOARD; AND JOSEPH C. WATSON, DIRECTOR, BUREAU 
OF INTERNATIONAL AFFAIRS, CIVIL AERONAUTICS BOARD, 
WASHINGTON, D.C. 

Mr. BoYD. Tiiank you, Mr. Chairman. 
I am accompanied today by Mr. John Wanner, General Counsel 

of the Civil Aeronautics Board, Mr. Irving Eoth, Director of the 
Bureau of Economic Kegulat ion, and Mr. Joseph C. Watson, Director 
of tlie Bureau of International Affairs. 

Mr. Chairman, and members of the committee, the Civil Aeronautics 
Board appreciates this opportmiity to express its support of H.R. 465, 
which would give the Board power to regulate the rates and practices 
of U.S. and foreign air carriers engaged in foreign air transportation. 

U.K. 465 is identical to draft legislation transmitted by the Boaixi 
to your chairman on December 31, 1964, and to draft legislation sub- 
mitted by it to the Congress on January 8, 1965. The bill is also 
identical to ILK. 6400, 8Sth Congress, which implemented a recom- 
mendation in the statement on international air transportation policy 
approved by President Kennedy on April 24, 1963, that legislation 
of this nature be adopted. As you will recall, the Board urged at 
hearings before your committee last smnmer that H.R. 6400 be 
enacted. 

As was the case last summer, the prime need for rate control is the 
Ijrotection of the American public from high rates charged in foreign 
air transportation. Each new season and rate conference makes it 
more apparent that the public will not be given the benefit of lower 
rates unless the Board is given the power to regulate rates. In our 
judgment the need for the legislation is clear and basic, and should not 
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be subordinated to the carriers' various fears and objections, wliicli are 
largely based on their desire to be free of Government regulation of 
their rates. 

Under H.R. 465, the Board would have discretionary authority to 
prescribe rates and practices and to suspend tariil's in foreign air trans- 
portation under the same conventional ratemaking standards that 
apply to interstate air transfwrtation. I emphasize that the authority 
is discretionary, since this confers flexibility of action in this Govern- 
ment in view of the special considerations which exist in foreign air 
transportation. Similarly, orders of the Board directing an air carrier 
or foreign air carrier to discontinue a rate in foreign air transportation 
or suspending a tariff would be subject to the approval of the President. 

However, orders relating to the removal of discrimination would not 
require the President's approval, since the act, pi-esently permitting 
such orders, does not impose such a requirement. In addition, the 
bill would place an affirmative duty upon the carriere to establish just 
and reasonable rates and practices relating to foreign air transporta- 
tion. Finally, the existing powers of the Board over rates and prac- 
tices in overseas air transportation would he modified so as to cor- 
respond with those which it presently has with respect to interstate 
air transportation, and which are proposed for foreign air trans- 
portation. 

Turning to the present procedures governing the establishment of 
fares in foreign air transportation, most of you know that such fares 
are established by International Air Transport Association (lATA), 
an organization of international air carriers. The rates are recom- 
mended by the members of lATA, and are approved or disapproved 
by lATA at rate conferenc&s which are held periodically. The ap- 
proval must be unanimous, with any single member carrier l)eing able 
to veto the proposed rate structure. The rates established must be 
approved by the governments of the coimtries represented by the car- 
riers, including the United States. 

Although the Board must approve or disapprove the lATA rates 
under section 412 of the Federal Aviation Act, its power to aifect the 
level of the rates—that is, whether they are too high or too low—is 
indirect as well as ineffective. If the rates are satisfactorj' and the 
Board approves, all of the carriers who are parties to the agreement are 
relieved, through the application of section 414 of the act, from what 
would otherwise be an antitrust violation of fixing rates by agree- 
ment. On the other hand, if the agreed rates are not satisfactory and 
the Board disapproves, the carriers are unable to act in concert with- 
out risking antitrust prosecution, but must all act individually in 
filing their rates. "Wlien they do so, however, the Board is power! PKS 
to prevent the carrier from filing any new rate it chooses or from 
continuing an existing unsatisfactoiy rate. Such rate may l)e wholly 
unacceptable from the standpoint of conventional rate-fixing criteria. 
Thus, it may be too high from the standpoint of the traveler or the 
sliipper, or so low as to endanger the financial health of the carriers. 
In either event, the Board is powerless to deal with the matter. 

Despite the Board's limited influence over international fares, it has 
consistently urged U.S. carriers attending lATA conferences to press 
for reasonable rates. 
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And I would like to interject at this stage, Mr. Chairman, that the 
Board feels very strongly the need of the i-equirement for all carriers 
to be efficiently operated to earn reasonable profits and maintain 
sound financial health. I would not want any implication to arise 
that we are in any way opposed to the profit motive. On the contrary, 
we have worked verv hard to see that the carriers operated efficiently 
should earn reasonable profits and have good financial health. 

In line with this policy, the Board strongly urged U.S.-flag carriers 
attending the lATA meetings in Athens for the purpose of negotiating 
worldwide fares for a 2-year period beginning April 1,1965, to propose 
a substantial reduction in transpacific economy-class fares. The 
U.S. transpacific carriers, however, made no effort whatsoever 
to achieve the objectives sought by the Board, and the conference ad- 
journed without producing an agreement. Thus, in the Pacific area 
there has been an open rate situation since. April 1, 1963, when the 
Board disapproved an lATA agreement for increased fares. The 
carriers have refused to put into eflFect reductions in economy-class 
fares which the Board considers economically feasible for the carriers 
and required in the public interest. The proceedings of the lATA con- 
ference confirm the Board's belief that no carrier, U.S. or foreign, will 
voluntarily reduce rates for this area. 

In the North Atlantic area the carriers, following the Athens Con- 
ference, agreed to continue the present fare structure for a 1-year 
period if agreements proscribing visual in-flight entertainment in 
all areas of the world, except within the United States, were ap- 
proved by the governments concerned. The Board has fixed May 3, 
1965, as the deadline for the submission of comments on these agree- 
ments, and oral argument before the Board is scheduled for May 18. It 
is entirely possible that this situation may develop into a serious con- 
troversy similar to the Atlantic fare dispute of 2 years ago with Euro- 
pean countries concerning the Chandler fares, if the United States 
or any other government should disapprove the agreement, or even 
decide that additional time is required in which to investigate thor- 
oughly the problems raised by the ban on in-flight entertainment, an 
open rate situation would result. There are indications that this in 
turn might cause some governments to require the carriers of other 
countries to cha^e a prohibitively high extra charge for in-flight 
entertainment. We would then be in about the same position that 
we were 2 years ago, that is, we could take no rate action ourselves, 
and would either have to acquiesce and call for consultation and arbi- 
tration, or else risk the drastic and undesirable alternative of having 
flights grounded and operating rights canceled between the coun- 
tries concerned. The Board would be unable to take similar retalia- 
tory action without following the notice and hearing procedures 
of the Federal Aviation Act. 

Thus it seems abundantly clear that the need for rate control leg- 
islation for protection of the traveling public has become greater, 
rather than less, since the hearings of last year. 

Mr. HARRIS. Mr. Chairman, may I interrupt a moment while I 
am here? 

Mr. STAGGERS. Mr. Harris, chairman of the committee. 
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Mr. HARRIS. I have to go to the Rules Committee on several bills 
that the committee has previously reported, and for that reason I ask 
your indulgence. 

Not too long ago there was an important meeting of the Aero Club 
of Washington. The distinguished Chairman of the Civil Aero- 
nautics Board was present, the gentleman who is now testifying here, 
and he was introduced or presented to the audience as the next Under 
Secretary of Commerce in charge of transportation. 

I think it was somewhat enibarrassing to Mr. Boyd at the time, 
and it caused a real murmur throughout the audience. 

Well, I do not know how they got the advance information, or 
whether tliere was a prophet, but yesterday we all know that the 
President announced the supposed promotion or change, whatever 
it might be, and I would like to take this opportunity to say to Mr. 
Boyd firet tliat we compliment him for the courage that he has mani- 
fested as the Chairman of the Civil Aeronautics Board, and for the 
service that he has rendered in that important post. 

I cannot say that I would agree with everything he has done, and 
as I said on anotiier occasion, for some reason he does not agree with 
everything that I suggest. But I do have great admiration for him 
and for his ability and the services that lie has rendered. 

As he goes to another post, which is more general, much broader in 
character, and I suppose from the standpoint of overall transportation 
policy a much greater responsibility, I want to join the many others 
in wishing him the very best in his new responsibility. 

But at the same time I would admonish you, Mr. Boyd, that you are 
not entirely free of the committee because your new duties are going 
to make their way here too. We will, therefore, look forward to the 
pleasure of having you back with us in the future striving toward the 
best transportation program, not only for our own people, but also 
for all the world. 

I am particularly pleased, if you are, that you are given this respon- 
sibility, and I just wanted to say that I think a lot of your ability, and 
our committee will welcome your suggestions and views in the future 
as well as we have in the past. 

Mr. BOYD. I want to thank you, Mr. Chairman, and tell you that 
one of the great pleasures about the change in duties is that I will have 
the opportunity to continue to work with your committee, which, as I 
said earlier, has been a gi'eat bulwark for me and for the Board since 
I have been here. 

I am particularly pleased because my experience with this commit- 
tee has been that it is fair and warm and industrious and objective. 

And anybody who could ask for anything more than that, in my 
judgment, is overreaching. It has been a real pleasure for me to 
serve under the aegis of the Aviation Committee, and I certainly look 
forward to having the opportunity to discuss total transportation 
policy and programs with tne full committee. 

Mr. HARRIS. We thank you for your efforts in the past and we look 
forward to a continued association in the broader prospects or policies 
of the future. 
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If you will excuse me now, I am SOITJ I have to go, but I did want to 
make these comments perhaps during your last visit as Chairman of 
the Civil Aeronautics Board. 

Mr. BoYD. Thank you, sir. 
Mr. STAGGERS. Thank you, Mr. Chairman. We appreciate your 

comments. 
You may proceed, Mr. Boyd. 
Mr. BoYD. It is no exaggeration to sa}' that at the present time the 

U.S. Government is at the mercy of tlie foreign can-iers and foreign 
governments, and of our o^vn carriers, with respect to the level of 
fares charged in foreign air transportation—now the principle mode 
of foreign travel and used by more citizens of the United States than 
of any other country. We are unable to increase or decrease the rates 
of our own carriers or of the foreign carriers, or to prevent foreign 
countries from fixing the rates of our carriei-s as well as their own car- 
riers. We have the choice of dancing to their tune—or of leaving the 
party. 

As I pointed out last year, one very important factor in this prob- 
lem is the system of bilateral agreements between the United States 
and other countries for air services. If H.R. 465 is enacted the pres- 
ent bilateral agreements are well suited to our needs in implementing 
our rate powers. Practically all of tiiese agreements contain rate 
articles relating to the rates to be effective in instances where lATA 
is unable to agi-ee on a rate, or where a rate agreed upon by lATA is 
disapproved by one or more of the governments conceme(f, or where 
the carrier concerned is not a member of lATA. The rate article in 
the Bermuda-type agreement, which is in effect between the United 
States and 28 coimtries, provides essentially that disputes between 2 
countries with resjject to proposed new rates shall, if possible, be set- 
tled by the governments before the rates go into effect. If the two 
governments cannot agree, then the article provides for arbitration of 
the dispute, and a commitment by each country to use its best efforts 
to implement the arbitration award. The status of a proposed rate 
during the period of time required for consultation and arbitration 
to reach settlement is dealt with in alternative provisions of the rate 
article, designated as paragraphs "(e)" and "(f)." Paragraph (f) 
of tlie rate article is in effect during the time that the Board does not 
have power to suspend and fix rates in foreign air transportation, 
while paragraph (e) would go into effect if the Board did obtain such 
powers from the Congress. The differences between these two para- 
graphs are of great importance in deciding on the substance of any 
legislation Congress should enact in this field. 

Paragraph (?), which is in effect at the present time since the Boaixl 
does not have the i)ower to suspend and fix rates in foreign air trans- 
portation, pro\ndes that where one country is not satisfied with the 
rate proposed by the carrier of the other country, the objecting coun- 
try can attempt to resolve the difficulty by discussing the problem 
with the other coimtry, but if those efforts fail then the objecting 
country— 
may take such steps as it may consider necessary to prevent the inauguration 
or continuation of the service in question at the rate complained of. 
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Tlius, foreign governments would be free under paragraph (f), 
despite tlie wishes of our Government and carriers, to suspend reduced 
rates proposed by our carriers during an open rate situation. 

On the other hand, paragraph (e), whicii would be applicable in 
the event of enactment of legislation such as H.K. 4()r), pi-ovides that 
where there is a dispute as to a proposed rate, that rate goe.s into effect 
provisionally—that is, pending completion of arbitration—unless the 
country of the carrier proposing the rate sees fit to suspend it. Thus, 
enactment of H.R. 465 would terminate the present right of a foreign 
country to suspend the rates of U.S. carriers since such rates woiud 
go into effect provisionally pending settlement of the dispute in accord- 
ance with the arbitration procedures. Moreover, the Board would have 
the power, notwithstanding objections by a foreign countiy, to susjiend 
and fix new rates of U.S. carriei-s and to modify existing rates of such 
carriers which it considers uneconomic. The Board would, of course, 
lose the right, which it theoretically now hns luuler paragraph (f), to 
suspend the rates of foreign air carriers since those rates would go into 
effect provisionally pending arbitration. However, tJiis right is clearly 
"theoretical" since the Board now lacks statutoiy jjower to suspend 
any rates in foreign air transportation. Furthermore, the power to 
suspend is of value primarily in instances where a foreign carrier 
proposes a rate which is uneconomically low, because our carriers must 
meet it or suffer diversion. The occasion to use tlie suspension power 
would rarely arise, however, for the reason that cut-rate fares con- 
tinue to cause little or no difficulty, and are. not likely to in the future 
because our carriers are tlie low-cost carrier. 

In addition, it is important to note that rate cutting has been con- 
fined primarily to a limited number of non-IATA carriers, and that 
the governments of most of these carriers either do not have bilateral 
agreements with the United States, or have agreements which do not 
contain provisions similar to those of pai-agraph (e). Since in these 
cases there is no paragraph (e) prohibiting suspensions, the Board 
could suspend and fix the rates or such carriers whether they are too 
higli or too low. 

The Board believes that this review of the current situation, and of 
the effect of the bilateral provisions, clearly demonstrates that H.R. 
465 is urgently needed, and that the advantages of the bill greatly out- 
weigh the alleged disadvantages. The basic and overriding fact is that 
if the public is to be given the benefit of lower rates, the Board must 
have the power to require U.S. carriers to operate at rates e^ablished 
by it. The U.S. carriers cannot be relied upon to put reduced rates 
into effect during an open rate situation. Moreover, even if they tried 
to do so, foreign governments could, and no doubt would, suspend the 
reduced rates under the provisions of paragraph (f). 

The Air Transport Association testified at the hearings of last year 
that it objected on various grounds to the Board being given rate 
control authority. One of their objections was that other govern- 
ments would claim the right to take snnilar action. The short answer 
to this is that virtually all other countries do assert authority to fix 
the rates of our carriers, and will use that power when they deem it 
necessary, as was demonstrated in the controversy of 2 years ago with 



20 INTERNATIONAL  AIR  FARES 

the British and other countries regarding the Chandler fares. This 
authority is derived from many sources other than direct statutory 
rate authority, such as decrees, regulations, direct power derived from 
the air sovereignty of the country according to the constitutional 
structure of that government, and provisions m bilateral agreements 
which have the effect of law without implementing legislation. It is 
no answer, as ATA asserts, to say they don't have rate-fixing power 
comparable to H.R. 465. 

The Board has some difficulty in understanding the objection of 
ATA that full implementation of the rate-fixing powers would be 
impossible because of obligations under international agreements be- 
tween the United States and otiier countries. The Board recognizes 
that it would not be able unilaterally to establish rates and fares for 
services between the United States and a foreign countiT over the 
objection of the foreign country. Although under paragraph (e) a 
rate fixed by the Board would go into effect provisionally, the foreign 
government would always have the right to demand consultation 
with the United States and ultimately could request arbitration of the 
matter. And where paragraph (e) was not applicable, the foreign 
government might be able to prevent the rate from going into effect 
Erovisionally, pending consultation and arbitration. In either event, 

owever, the significant fact is that at the present time the Board has 
no power at all to direct U.S. carriers to file lower rates. By giving 
the Board such power. Congress as a minimum would better enable 
the U.S. Government to negotiate lower rates with foreign govern- 
ments, and to negotiate from strength rather than weakness. At the 
present time, in the absence of ratemaking powers, the issue of lower 
rates can arise only if U.S.-flag carriers choose to propose such rates. 

In this connection, the Board does not visualize any insurmountable 
difficulties in determining just and reasonable international rates under 
the legislation. In the case of proceedings involving the rates of tlie 
U.S. carriers, it is not anticipated that the problems would differ in 
any material respect from those encountered in our day-by-day admin- 
istration of the domestic fares. Moreover, in proceedings involving 
rates of foreign air carriers, the obligation of such carriers to produce 
relevant evidence would not differ from the obligation of U.S. airriers 
to do so, and refusal to do so would make them subject to the same 
advei-se inferences, sanctions, et cetera, which are available against 
U.S. carriers. 

The Board does not believe that there is any sound basis for the con- 
tention that giving it rate control authority would stifle, if not destroy, 
the essential rate negotiating procedures of lATA. The Board be- 
lieves that lATA, in spite of its drawbacks, should be maintained as 
the basic mechanism for determining international rates and fares in 
the first instance. The Board has no intention, as it testified last year, 
of using its rate power in a manner inconsistent with this, or of inter- 
fering when lATA is able to produce fares consistent with the public 
interest. Moreover, the Board will continue, as in the past, to provide 
our carriers with guidelines concerning changes in the lATA rate 
structure which will permit negotiating flexibility on their part. 

At the same time, however, the Board does not believe that it should 
be forced to sit on its hands when the membership of lATA spends its 
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time in in-fighting without reaching any conclusions. As I indicated, 
the lATA meeting at Athens adjourned without producing a fare 
agreement. 

Although an agreement was subsequently produced which would 
revalidate the existing fare structure in the North Atlantic, the effec- 
tiveness of such agreement is conditioned upon the banning of in-flight 
entertainment. Thus, there is an open rate situation in the Pacific at 
the present time, and there could also be one in the North Atlantic 
if the proposed ban on in-flight entertainment is not made effective. 
As I have stated, the carriers are free in an open rate situation to file 
individual rates, and the Board is powerless to deal with the matter— 
whether the rates are too high from the standpoint of the traveler, or 
so low as to endanger the financial health of the carriers. I cannot 
believe that under such circumstances this Government should be 
deprived of the tools, which would be given it by this legislation, to 
take effective action. 

Obviously, the Board would not propose, if given this power, to 
plunge into numerous large or small scale proceedings for the purpose 
of determining whether international rates and fares are just and 
reasonable. No such obligation would be imposed on the Board under 
the legislation since the exercise of its rate control powers would be 
discretionary rather than mandatory. Moreover, although the Board 
is empowered under section 412(b) to withdraw its approval of an 
agreement which it has previously approved, it has never, to my knowl- 
edge, withdrawn its approval of a basic rate structure embodied in an 
lATA agreement. Such action would defeat the natural expectations 
of the international aviation community and the governments con- 
cerned that rate stability would be maintained durmg the period of 
any agreement, once approved by the Board. 

Another objection of the ATA was that the Board had sufficient 
authority under section 402 of the act to exercise the necessary con- 
trol of international rates. The Board does not believe that it has 
the power under section 402, requiring foreign air carirers to obtain 
permits from the Board before engaging in foreign air transportation 
to and from the United States, to regulate the level of the rates of 
foreign air carriers by conditioning their permits. The Congress has 
deliberately withheld such authority from the Board by limiting it 
to the removal of discriminations in foreign air transportation. More- 
over, even if the Board had such power, it would not be equivalent to 
the authority which the Board is seeking under this legislation to 
prescribe the rates and suspend the tariffs of both U.S. and foreign 
air carriers. Furthermore, it would be advantageous to the United 
States for paragraph (e) of the Bermuda-type bilateral to be in ef- 
fect, and this can only be brought about by adoption of H.K. 465. 

This rather brief review of the ATA objections indicates that they 
are largely in the nature of "red herrings," designed to obscure the 
real reason for opposition on the part of the U.S. carriers to the Board 
being given rate control authority. The carriers object because they 
would prefer to be free of Government regulation in order to be able 
to contmue to charge unduly high fares to the detriment of the travel- 
ing public. 
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The situations in both the Pacific and the North Atlantic are good 
examples of tlie reason for their opposition. In the Pacific, North- 
west and Pan American realized rates of return on their operations 
for the calendar year 19(54 of 28.8 and 19.9 percent, respectively. For 
the same period in the Atlantic, TWA and Pan American had rates 
of return of 20.4 and 10.6 percent, respectively. 

In summary, more effective governmental influence on rates and 
fares in foreign air transportation is necessaiy for protection of the 
needs of the traveler and the shipper in view of tlie Board's limited 
influence over such rates and fares through approval or disapproval 
of lATA agreements. All of the Board's recent experience reaflBrms 
its belief that the American public needs to be protected from high 
rates, and that there is little or no need to protect the U.S. carriers 
from the low rates of foreign competitors. Assurance for obtaining 
fair and reasonable rates for tlie public and the carriers can be 
provided only by giving the Board authority to require U.S.-flag 
carriers to operate at rates established by it, notwithstanding the ob- 
jections of foreign countries. 

The Board strongly urges, therefore, that favorable consideration 
be given to H.R. 465. 

That concludes my statement, Mr. Chairman.   Thank you, sir. 
Mr. STAGGERS. Thank you, Mr. Boyd. I think it was a very com- 

prehensive statement covering the subject A'ery well. 
Mr. Friedel, do you have any questions ? 
Mr. FRIEDEL. Mr. Boyd, what are the rates on first-class fare over 

the Atlantic and what are the rates over the Pacific ? 
Mr. BOYD. DO you want it by the seat mile, the yield rate per mile ? 
Mr. FRIEDEL. Seat miles. 
Mr. BOYD. All right, sir. 
The New York-I^ondon fare, first-class, is 10.3 cents per mile. That 

is jet round trip fare, first-class. 
The San Francisco-Tokyo fare, first-class jet round trip, is 11.5 cents 

per mile. 
Mr. FRIEDEL. It costs more over the Pacific than the Atlantic ? 
Mr. BoTTD. Yes. 
Mr. FRIEDEL. What is the rate overland such as from New York or 

Friendship to IJOS Angeles first-class ? 
Mr. BOYD. You are talking about the domestic fare ? 
Mr. FRIEDEL. Yes, sir. 
Mr. BOYD. New York-Los Angeles, jet, first-class, is 6.5 cents per 

mile. 
Mr. FRIEDEL. Why does it cost so much more over the Atlantic and 

Pacific than it does going over land i 
Mr. BOYD. Well, I am not sure that I can answer your question. 

There are certainly a number of problems associatexi with foreign air 
transportation which we do not have in the domestic operation. 

But in our judgment there is not enough to ])rovioe a satisfac- 
tory explanation for an llV^-cent fare across the Pacific as compared 
with a Qy^-cent fare between the east and west coasts of the United 
States. 

Mr. FRIEDEL. I remember the incident about 2 years ago when some 
foreign country wanted to ground the American planes because the 
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American planes wanted to reduce the i-ates and the foreign countries 
said no, that they could not land if they did. 

Can you give us a little background on that situation ? 
Mr. BoYD. Well, that was a situation that was brought about in the 

fii-st instance like this: As I said in my statement today, we provide 
guidelines to the U.S. carriei-s prior to their attending an lATA 
traffic conference. We talk to the carriers. 

We do not just try to hand down an edict. We try to get their ideas 
of what they think will happen or should happen, and so forth. We 
did this prior to September of 1902. There was to be a traffic con- 
ference in Chandler, Ariz. That is why we talked about the Chandler 
fare-s. 

Thase fare agreements take on the name of the place where the 
agreements were reached. 

At that time we were advised by our carriers that in their judgment 
there would be no change in the existing rate structure, and we were 
prepared to go along with that even though we had some concern 
about the level of the fares. 

But the facts were that we had just gone through the jet transition 
period. The carriers liad had a great deal of expense in tlieir tran- 
sition from piston aircraft to jets, traffic had reached sort of a plateau 
iu the domestic market and had fallen off somewhat, and the rate of 
increase had fallen oil" in the overseas market for a little while. 

So we thought that was a fairly reasonable approach, to maintain the 
status quo. 

Well, the next thing we knew the conference agreed to raise the 
fares by about 5 percent. And this was done through the maneuver of 
reducing the amount of the round trip discount which had previously 
been offered. That, of course, amounted to the same thing as a 
fare increase. 

So we queried our own carriers about this and they said, "Well, we 
were, against it, but if we were going to get a rate agreement, we had 
to go along with it," which they did. There is the unanimity rule 
which I mentioned earlier. 

So we then disapproved the agreement and at that time some of our 
foreign friends said, in effect, "You cannot do this." We said, "We 
have, and we don't think there is any economic justification whatso- 
ever for increasing the fares at this stage of the game." 

And we had some consultations witli them which were very inter- 
esting, but completely unsatisfactory. The net re.sult was that a 
number of actions were taken, or threatened. As to the one about 
confiscation of the aircraft, my recollection is that there was no official 
action of this kind taken, but that there was a statement by an official 
of one of the governments that this could or would be done. 

The more serious situation was that a numl)er of countries were im- 
posing criminal charges, penal charges, against the representatives 
of the U.S. carriers in their countries who were attempting to hold the 
line by not increasing the fares, although the various other countries 
had ordered their carriers, as well as TT.S. carriers, to increa.se fares. 

And our carriers, responsive to the Board's wishes and their own 
judgment that a fare increase was not necessary, were trying to hold 
the line.   It became a rather critical situation and moved out of the 
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aviation spliere into the diplomatic sphere. And of coui"se this is one 
of the things that was bound to create problems because when we were 
talking rates and fares in the aviation community of the govern- 
ments, we were dealmg primarily with an economic problem. 

But then when it got into this penal action, and threats of shooting 
planes down from the La Guardia control tower, and things like that, 
the consideration became of a diplomatic nature, and of course they 
were altogether different. 

There we were really dealing with relations between sovereign gov- 
ernments more than whether a fare was a good fare or a bad fare. 

One of our hopes and beliefs is that with this legislation, any fires 
that are started can be kept in our one little pot here that we call 
aviation. 

Mr. FRIEDEL. In other words, you feel that the passage of H.R. 465 
would correct that situation? 

Mr. BoTD. Yes, sir. 
Mr. FRTEDEL. Thank you, Mr. Chairman. 
Mr. STAGGERS. Mr. Devine? 
Mr. DEVIXE. Thank you, Mr. Chairman. 
Mr. Boyd, I would like to join with the chairman of our full com- 

mittee in congratulating you on your new position. We regret losing 
you on the Board, but I am sure you vrill serve adequately in your new 
appointment. 

In that connection I see a quote from your successor, Mr. Murphy, 
that 70 percent of the American transatlantic charter business this 
Gir is going to foreign-flag carriers. Is that accurate as far as you 

ow? 
Mr. BoTD. Yes, sir. 
Mr. DEVINE. Typical of this is a $2V^ million contract under which 

El Al wiU fly several thousand members to a Greek American So- 
ciety Convention in Athens. 

Mr. BOYD. Yes, sir. 
Mr. DEVIXE. Is that perhaps one of the reasons for need for legis- 

lation of this nature ? 
Mr. BOYD. No; that is a different situation, Mr. Devine. Actually, 

I do not know that I can make an official statement for the Board. I 
think I can. 

What we find is that everybody wants to travel at the same time. 
Naturally enough, neither our carriers, nor a good many of the foreign- 
flag scheduled carriers can invest in capital equipment necessary to 
handle the full peakload of the traffic on the scheduled services and, 
at the same time, have the equipment available for charters. 

There are two different markets. We are completely satisfied about 
this. There are thousands of people flying charters who would not 
fly on the scheduled carriers because of the difference in rates. There 
has to be a difference because the scheduled carriers miist have rates 
and fares established at a level which will permit them to maintain a 
viable operation based on an average load factor, which today is in 
about the middle 50 percent, a 53-, 55-percent load factor, or average 
.system load factor. 

The charters are operated, on the other hand, at a 100-percent load 
factor, so there should logically be a price differential. 
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A number of foreign carriers, however, do have excess equipment 
over their requirements for scheduled services. I believe that is due to 
the fact that a number of them, as a matter of company policy, eiij^ge 
in charter services as a regular service, whereas the U.S.-flag carriere, 
historically, have not been interested in providing charter services as 
a regular part of their service. Obviously, they are willing to charter 
an aircraft if they have one available at the time the charter group 
wants it. 

Another very interesting feature of this is that we have been trying 
for the past several years to help to move the supplemental carriers 
into the charter business. They have found that they can dig up a lot 
of business by pure selling and promotion, and the scheduled carriers 
are not going to be, in effect, dividing their efforts. 

They have to commit themselves pretty much to their main source 
of revenue, which is scheduled passenger traffic. So they have not, in 
this country, as a practice, devoted management time, advertising, 
sales, and promotion to developing charter services. 

But I really think that in this country we have completely underesti- 
mated, grossly underestimated, the size of the potential cliarter 
market. 

I don't know whether I have answered your question. 
Mr. DEVINE. Yes; you have. 
Let us get to your statement now, Mr. Boyd. You say you want to 

activate a rate clause (e). Apparently rate clause (f) is inadequate 
or unsatisfactory or something. 

Mr. BoTD. Yes, sir. 
Mr. DEVIJJIE. DO you feel that you have really tried clause (f) ? 
Mr. BOYD. Yes, sir; clause (f) doesn't give us any power, and there 

is resilly nothing to try in clause (f). 
I would like to say as a historical aside, when the Bermuda agree- 

ment was reached right after World War II, the United Kingdom was 
very anxious for the Board to obtain the type of legislative authority 
we are seeking in order to prevent low-fare operations by U.S. car- 
riers in order, I believe, to protect their own burgeoning, small grow- 
ing industry. 

Mr. DEVINE. DO you really expect sovereign governments to re- 
main mute and help us if they feel strongly about the rate you are 
trying to establish ? 

Mr. BOYD. Oh, no. But there are provisions in the bilaterals which 
would come into play. However, in tlie first instance the Board would 
be dealing, or the Government—I should not say the Board—would 
he dealing from a position of relative strength, whereas today we 
could only deal from a position of relative weakness. 

I want to make it very clear that we have close and continuing con- 
tacts with the aviation authorities of other governments, and we find 
them genuinely to be quite reasonable. Also I think they find us to be 
genuinely quite reasonable and responsible. 

We are not in this legislation seeking arms and armament to go to 
war with these people, but we would like to be able to sit at the bar- 
gaining table with them at the same level. Instead, as of now, they 
sit at the head of the table and we sit at the foot. 

Mr. DEVTNE. Well, assuming that you have had, in the last 20 years 
this power that you are seeking by virtue of this bill, how many op- 
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portuiiities in the last 20 years would there have been for you to 
exercise this power? 

Mr. BoYD. Oh, 2 years ago, and I think we would have probably 
undertaken to exercise it in 1956. 

Mr. DE^^NE. Two occasions tliat you can think of ? 
Mr. BoYD. Yes, sir. 
Mr. DEVINE. HOW do you envisage that the Board would go about 

fixing the rates? 
Mr. BoYD. Well, we have procedures and criteria today for the 

fixing of domestic rates, which we would utilize if we were to under- 
stand a fare investigation. It would be the same type of approach— 
where the carriers would present facts and figures to justify the pro- 
posal which they would seek to have approved by the Board. 

But I want to make it clear that we do not expect that we Avould 
be using this on a day-in-day-out basis, Mr. Devine. We really think 
that it would come into play as a mechanical function rather rarely. 
But we think that the international air fares would be influenced con- 
siderably by the fact that the Board has this legislation. 

Mr. DE\aNE. Well, assuming that you would run into, Mr. Boyd, a 
contested proceeding with some interested parties on an international 
rate situation, would you anticipate how long it might take to resolve 
such a problem? 

Mr. BOYD. We would certainly attempt to resolve it within 6 months. 
Mr. DEVINE. Six months? 
Mr. BOY'D. Yes, sir. I do not make that as a commitment. You see, 

we control only one side of these things. 
Mr. DEVINE. I understand that. 
Mr. BoYT). We don't control what the carriers do once a proceeding 

starts. 
Mr. DE\TNE. And under the provisions of this bill your decision, of 

course, would be subject to the approval of tlie President ? 
Mr. BOYD. That is right. 
Mr. DEVINE. SO actually you would be rendering advisory opinions 

to the President ? 
Mr. Bo^^). Yes, sir. 
Mr. DEVINE. DO you think it is desirable to involve international 

rat«making and all the political considerations in that type of situa- 
tion? 

Mr. BOYD. That was the recommendation of the Policy Committee 
in 1963, which was subsequently approved by the Board and has been 
reaffirmed by President Johnson. 

Mr. DEVINE. In your statement of purpose you say you want to help 
the U.S. carriers to bring down their rates. Do they agree with this 
particular method, or can you speak for them ? 

Mr. BOYD. I can speak for them. They disagree with everything 
I have said today, except for the earnings that they had last year. 
They do not empliasize them in discussions on this bill. 

IVfr. DE\^NE. Do you think that they have ever made an effort to 
bring down the rates without assistance from your Board ? 

Mr. BOYD. NO, sir; I am generalizing here. 
Mr. DEVINE. Yes, sir. 
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Mr. BoTD. This could be an unfair statement. Certainly I want 
to make it very clear that in my judgment Pan American, partic- 
ularly, has been historically a low-fare advocate on the Atlantic. 
However, as far as the Pacific is concerned, referring specifically to 
Pan American and Northwest who are our two carriers certificated 
to operate across the Pacific, we are firmly of the opinion that we 
got a real song and dance routine from these carriers in connection 
with wliat was involved in the Athens Conference last year when 
we urged them strongly to try to bring about some reductions in the 
economy-class services across the Pacific. 

Mr. DEVINE. Thank you. I have no further questions, Mr. Cliair- 
man. 

Mr. STAGGERS. Mr. Pickle? 
Mr. PICKLE. Mr. Boyd, I am new on this subcommittee and I want 

to ask some questions of a general nature in line with what Mr. Friedel 
asked joii. You said that rates from New York to London, as I under- 
stand It, were approximately 10 cents? 

Mr. Bo-iT). Yes, sir. 
Mr. PICKLE. And from San Francisco to Tokyo, I believe, were 

approximately 11% cents. 
Mr. BOYD. Yes, sir. 
Mr. PICKLE. "\Vliat is the rate of a foreign transport coming to the 

United States? 
Mr. BoTD. They are all identical.   There is no price competition. 
Mr. PICKLE. SO that our rates that our carriers charge are similar 

to the rates that the British or French charge coming back this way ? 
Mr. BOYD. Yes, sir. 
Mr. PICKLE. SO I assume, then, that what you are sa3'ing is the 

rates of all foreign travel are too high and should be reduced. 
Mr. BOYD. Not all foreign travel. I would not want you to have 

the impression that we think the rates across the North Atlantic are 
too high. 

Mr. PICKLE. Well, generally speaking the rates are too high or 
should be lowered.   Is that about what you said ? 

Mr. Bon>. In some areas of the world; yes. 
Mr. PICKLE. Is the purpose of this bill to give the traveling public 

lower rates rather than to keep the carriers from making money ? 
Mr. BOYD. Absolutely. "We want the carriers to earn healthy profits, 

and we have spent as much time trying to accomplish that as we have 
trying to see that the traveler got a better break. 

Mr. PICKLE. If we pass the legislation as you recommend here, what 
guarantee would we have that Britain or France would pass similar 
legislation or would not? 

Mr. BOYD. Well, the answer, Mr. Pickle, is that Britain and France, 
and all the other countries, are certain that they have those powers 
today.   It may not be by legislation.  In some cases it is by decree. 

Mr. PICKLE. Are they as certain that they have basically the same 
kind of powers as you have under 412, that you have got the power 
and don't exercise that? You either approve or disapprove the rates 
that lATA establishes. 

Mr. BOYD. That is right.  They can, too. 
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Mr. PICKLE. Then they have the same basic powers that we have at 
this point. 

Mr. BoYD. They have greater powers than we have at this point. 
Mr. PICKLE. In what way ? By legislation ? Have they passed this 

kind of legislation ? 
Mr. BoTD. No, sir. 
Mr. PICKLE. Then if our Government establishes this, how do we 

know that they would or would not do the same or take similar action ? 
Mr. BoYD. Because they already have, Mr. Pickle. Their power is 

ipse dixit power in this area. They say, "We have the power, so they 
nave it. Canada, I believe, has legislative power, and I think that 
there may be some other governments who have legislative power. 

But the bulk of them have different forms of government com- 
pletely. They all have different forms than we do, and they do not 
have the legislative processes that we go through related to our con- 
stitutional system of government. 

For example, I have no concept of, in what form the rate power of 
the United Kingdom reposes. All I know is that the Minister of 
Aviation says we have this power, and he proceeds to exercise the rate 
power. And there is no way for us to say, "But we don't think you 
have it."  They have already done this. 

It is not something that we are surmising. 
Mr. PICKLE. DO you mean, then, that the United States is the only 

one of these nations who are members of the lATA Conference who 
does not have this power? 

Mr. BoYD. Yes, sir; to our knowledge. 
Mr. PICKLE. We are the only one ? 
Mr. BoTD. Yes, sir; to our knowledge. 
Mr. PICKLE. All the other nations do have the power to set and 

establish rates? 
Mr. BoYD. They assert the power, and that is it. 
Mr. PICKLE. I do not know that I quite follow you. You say that 

they assert it. You are a little hazy there to me. You say you cannot 
speak for them because they have a little bit different form of govern- 
ment than we have. I would like to see submitted to the committee just 
how they do have that authority. There seems to be a question here in 
our Government whether you do or do not have this authority. 

What I am trying to establish in my mind is how can we take action 
and the otliers would not take similar, say, punitive action, if they 
wanted to. As you say, if they have already got it, then we are at a 
disadvantage. 

Mr. BoYD. Absolutely. I may have used a bad word by saying that 
they assert the power. Let me put it this way to clarify it: In April 
of 1963, when we had our disagreements over whether or not the fares 
would be increased, they exercised rate powers vis-a-vis U.S. air 
carriers operating to and through their countries. 

Mr. PICKLE. NOW, although they have that power, still they operate 
on the same rates that we do.  We are all in agreement ? 

Mr. BoYD. That is right. 
Mr. PICKLE. One would think, then, that if they had that power, 

they would reduce rates and we would all come down and have a 
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lower late, because you are arguing to me that the puipose of jour bill 
is to pass this law so that you can reduce rates. 

Eighty-five percent of the conference, you say, have got the author- 
ity, and yet tlie rates are not reduced. You say "let us pass this bill 
s<j we can reduce rates," and yet it lias not been done. A\'iiy could we 
do it (   Because we are the biggest carrier or bigger power, is that it? 

Mr. Bovn. Well, certainly when you are dealing in the international 
area, power is at tlie Iwttoni of just about everything. Power comes 
from many sources, not tlie least of wliich is that the United States 
produces tfie greatest amount of traffic, the hirge.st number of traveler. 
To respond specifically as to why rates liave not been reduced when 
!>9 percent of these nations have tiiis jwwer, 1 can only tell you that 
in tlie period of the 20 yeai-s since World War 11 all rate reductions, 
with one or two very rare exceptions, have come about as a result of 
the T'.S. carriei*s. The European and other cjirriers, historically, have 
not favored lower fares. 

Mr. PuKLE. AVell, it seems to me like you are working against your- 
self. If they have got that authority and yet they don't put in for 
lower rates, why would we have these lower rates if we passed this 
law < 

Mr. Bo'iT). Because we will then lie operating under paragraph (e) 
of our rate article in our bilateral agreement, which will require that 
the rates of our carriei-s go into etl'ect pending consultation and arbi- 
tration. We would not require a lower fare unless we felt that it 
was reasonable and could l)e justified. 

Mr. PicKLK. Well, can Great Britain put in a new rate now pro- 
visionally 'i Can they establish a lower rate conditionally upon arbitra- 
t ion '.   ('an they do that now ? 

Mr. BoYD. Yes, sir. 
Mr. PICKLE. Dothey do it? 
Mr. Ikni). No, sir; they do not believe in lower rates. I may lie 

wrong about Great Britain. I did not want to say they do not believe 
in lower rates. 

Afr. Pi( KLE. Vou think the only way to protect the traveling public 
is for the United States to establisii lower rates and give you the clear 
power to regulate these rates. 

Ml. BoYD. Yes, sir. 
Mr. Pn KLE. I thought somewhere in your statement you made a 

statement that the I'nited States was a low-cost carrier now. 
Mr. Bd^-D. Tliat is rigiit. 
Mr. Pi( KLE. On your information we are the low-co.st carriers. 
Mr. Bo YD. Yes, sir. 
Mr. PK KLE. And we still have got the same rates. 
Mr. BoYi>. That is right. 
Mr. PUKLE. You are talking alwut clomastic rates tlien? 
Mr. BoYD. No; I am talking about international rates. 
Mr. Pn KLE. You mean you just like to classifj' us as a low-cost car- 

rier by description rather than in fact, 
Mr. BoYD. No; I am talking about how much does it cost Pan Ameri- 

can and TWA, Northwest, Panagra, and Braniff, to operate their air- 
craft o\er their route system. 

5«-562-65 3 
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Mr. PKKLE. But the rates are the same. I just want to ask one or 
two more aue.stions. 

You said that under section 412 of the Federal Aviafion Act now 
your control is only indirect, and you said, as I recall it, that if you 
approved the new rate, then all of the carriere would be relieved of any 
possibility of an antitrust suit. 

Mr. BoYD. Yes, sir. 
Mr. PICKLE. And if you disapproved, then they woidd ha\'e tlmt 

hanging over tlieir heads in the form of an antitrust suit unless they 
acted individually. 

I don't think there is anything Avrong with acting individually, be- 
cause that is liow domestic rates are generally set. They are sup- 
posedly set individually. But T suppose they could be. Have there 
been a lot of antitrust suits filed against these carriers? 

Mr. BoYD. No, sir. 
Mr. PICKLE. Then this is not a very strong argument, if there has 

never been one filed, and they have been operating all these yeai-s; is it ? 
Mr. BoYD. You see, what happens—and I did not know that that 

was an argument but thought I was making a factual statement about 
the effect of 412. 

Mr. PICKLE. I do not intend to argue with you as such, except to 
get information. 

Mr. BoTD. But I am not sure that T follow you because what hap- 
pens in actual practice is this: A good !).") percent of the time, and cov- 
ering 90 percent of the geographical areas of the world, the carriers 
are operating under rate agreements reached in lATA whicli have 
been approved by the Board. The balance of the time, where there 
are what we call open rate situations, they keep the fares that tliey 
had before the rates became open. At that stage of the game, there 
is no concerted action because nobody does anything. 

Mr. PICKLE. I believe you said that you had never exj^ected a for- 
eign carrier to reduce rates voluntarily. 

Mr. BoYD. That is right. 
Mr. PICKLE. Are you saying to me that we have never had a re<luc- 

tion in foreign air traffic, there had been no reductions? 
Mr. BoYD. There have been many reductions. 
Mr. PICKLE. That has been done voluntarily, has it not? 
Mr. BoYD. Well, as I said earlier, it is my impression that with one 

or two exceptions, all of these reductions have come alx>ut as a result 
of actions by the U.S.-flag carriers—urged upon them by the Board. 
But I do not want to give the impression to you that we are always in 
a state of conflict over fares. That would not be accurate, l>ecause we 
.seldom are. But when we are, it is a major proposition. That is the 
sum and substance of it. 

Mr. PICKLE. A more accurate statement would be that it would be 
difficult to obtain a reduction rather than say that they have never 
voluntarily done it because if we had had reductions, it has been 
through the present process, with agreement of proof. 

Mr. BoYD. Yes, sir. 
3Ir. PICKLE. SO I think the choice of words is wrong. 
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Wliat do you mean, for my information, when yon say "abandon in- 
flijrht entertainment."    I am not familiar with this. 

Mr. Bom. All right, sir. 
In 1962 TWA l)e}ran providin<r movies on its flights for its passen- 

gers. These movies constitute what is called in-fltght entertainment, 
or they did at that time. TWA had an exclusive contract with an 
organization, In-Flight Motion Pictures, Inc., Avho had developed a 
screen tliat could be used on an airplane, and a projector that was in 
a packaged sort of unit. This was serviced by In-Fligiit entertain- 
ment people. 

^^^len the airplane landed, they would take ont one unit and put in 
another one with a new film in it. 

The 3-year exclusive of TWA ran out recently. I don't know ex- 
actly when. In the meantime, a number of other carriere had lieen 
exjjerimenting with various types of in-flight entertainment services 
which primarily involved movies.   There are different systems. 

Ainjjex has one which has different ciuxnnels on it for the provision 
of classical music on one, popular music on another, and mayw poetry 
reading on anotlier.    Sony has another system. 

In the lATA system of agreements, tliere is one resolution. No. 
0.>0, which ha,s to do with the elements of service. This resolution has 
such things in it as a seat pitch, and whether or not wine and whiskey 
and whatnot shall \te. served, and if so, whether the passenger will 
have to pay for it, and so forth. 

After the Athens Conference last fall, an efl^ort was made to amend 
Resolution 050 to provide that there would l>e a ban against—to pro- 
scril)e, prohibit—in-flight entertainment. TWA voted against that 
be<'ause TWA is quite happy with its own experience in the provision 
of movies, and TWA feels that the movies have helped its business 
and helped its passengei-s. 

Mr. PICKLE. If I can interrupt you, was TWA cliarging more for 
the movie? 

Mr. Bo-iT). TWA was charging its economy passengers a dollar. 
Tliey have earphones that plug into a jack in the seat, and TWA, in 
effect, was leasing the earphones for a dollar to the economy pas- 
sen ge re. 

The first-class passengers paid nothing:. 
Mr. PICKLE. DO any of the foreign air transports have movies, in- 

fliglit, and earphones? 
Mr. BoYD. At the moment none of the North Atlantic carriers do. 

Philippine Airlines provides movies between Manila and the United 
States. Pakistan International Airlines provides movies, I l)elieve, 
between London, Karachi, and wherever else it goes. Pan American 
is in the process of gearing up for movies, and wo don't know what 
the foi-eign carriers are doing. 

But this is the type of situation which can throw the whole fare 
structure into a mess. 

ilr. PICKLE. Well, I have prolonged the questions and I apologize 
to the committee. I do not quite understand yet why, if we pass this, 
ve automatically would have lower rates. 

Mr. BoYD. I did not mean to give that impression. 
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Mr. PICKLE. YOU do liave machinery to establish lower rates, then. 
Mr. Bo^T>. Yes, sir: only where they are reasonable. We are not in 

favor of lower rates just to have lower nites. We are in favor of 
lower rates where the carrier can eai'ii healthy profits in tiie process. 
We want them to earn healthy profits, but not exorbitant profits. 

Mr. PICKLE. Would you say profits such as the ones you have listed 
are exorbitant? 

Mr. RoYD. Not 10 percent, but Pan American  
Mr. PICKLE. Twenty percent ? 
Mr. BovT). I would say that the 20 percent TWA earned, and the 

29 percent that Northwest earned, were certainly in the upper range 
of good health for a regulated business. 

Mr. PicKiJi;. In most business—and this is not in defense of it but 
just an observation—vou make more in one t5'pe of yovir business 
operation than you will in another. It is sort of give and take. You 
have got to make a pretty gocxi sale one day to offset several losses 
another day. 

Tluit is not unusual in any given business, and I assume it would 
not be unusual in tiiis business. Tiiat in itself is jiot a conclusive argu- 
ment to me. although I tliink you have got a good ^xjint. 

Thank j-ou, Mr. Chairman. 
Mr. Bt)YD. If I may say one more tiling, Mr. Chairman, we look at 

the system earnings of the carriers. We are not tiying to hold any 
carrier's feet to the fire because it earns 20 percent on one route if it 
is only earning 3 or 4 on another. 

^\'hat we are interested in is the total system earnings of the carrier. 
I do want to say. however, tliat we believe, as a result of the fracas 
that we got into in 1!)6'5 which resulted finally in reductions of upv^ | 
to a nujxinnnn of "20 percent—with an average overall of about 18    % 
percent on the North Atlantic—that many of the carriers felt that they 
were going to the poorhouse by reducing these fares.    In fact, they all   .  j 
had the best year they had ever had. both ITnited States and foreign, 
and many of them have just never grasjHjd tlie veiy elementary eco-     ; 
noniic conc«i)ts of volume selling. / 

Tiiey can lower tlieir fares and still earn more money, which is what I 
happened.    I am no intellect ual, but these are facts. 

Mr. PICKLE. I would imagine that if lliere are representatives of 
the ATA here, they will testify on that later and they may disagree 
with you that they don't know anytiiing about volume selling. 

Mr. HoYu. I am not talking about Wvi ATA. I am talking about 
the carriers. 

Mr. ST.^(!(;KRS. Mr. Callaway ? 
Mr. (\\Lu\wAY. Thank you. Mr. Chairman. 
Mr. Boyd, I want to thank you for enlightening me about a lot of 

tilings about this c(mi|)lex ])r()l)lem. I was particularly interested in 
your comments on the cost per mile across the Atlantic and the Pacific 
and this country.    These were fii-st-class rates. 

Would the cheaper rates, economy and tourist, be comparable, or 
would the Pacific rates still be much higher ? 

Ml'. BOYD. We have two different rates between New York and 
Ijondon. 



INTERNATIONAL   AIR   FARES 88 

Mr. CAFXAWAY. I am interested in tlie cheapest way to go, beranse 
t hat is tlie one to compare. Other than the charter, the cheapest sched- 
iiled way to jjo. 

Mr. Ik)Yi). Tlirtt is 5.8 cents per mile. New York-Tendon. That is 
the oiipeak economy fare. For San Francisco-Tokyo, the economy 
fare is 7.2 cents per mile. And between New York and Ix)s Angeles 
it is 5.86. 

Mr. CALLAWAY. So on the offpeak fares at least we have the North 
Atlantic and the cross-country comparable. 

Mr. BoYD. Yes, sir. 
Mr. CALLAWAI". Why is the Pacific rate higher? I would assume 

it would be more economical on the longer runs. Is it because of a 
lower volume that tliis rate is higher ? Is there any particular reason 
why it should be liigher ? 

Mr. BoYD. The only reason we can find is that obviously there is a 
smaller market on the Pacific. But the operation has to bo related 
to the unit of the aircraft. We have had very good load factors, 
and they are just making very healtliy profits. 

And I am being critical only in the sense that the Board is con- 
cerned with the public interest. We are glad they are making nw)ney. 
If it were in Northwest or TWA, I would be fighting awfully hard 
to keep those fares up as long as the passengei-s kept coming. 

But there is no sound economic reason for those fares to be so high. 
Mr. CALI^WAY. I was particularly interested in your statement 

about Pan American in volume selling, because my feeling has been 
that Pan Americ^in has always taken tlie jX)sition of "let us get the 
fare low, let us do away with frills, and do whatever is necessary to 

rt a low price. W^e will get more people traveling and we will all 
inake more money." 

Mr. BoYD. I think that is quite true. As I ssiid earlier, it has 
Ixistorically been a low fare advocate. 

Mr. CALX^WAY. If they wanted to get a low fare now across the 
Atlantic or the Pacific, would this be very difficult imless this bill is 

\ passed? 
\   If one carrier, let us say Pan American, wanted to lower a rat« 
voluntarily, would this bill in any way help them to do that? 

Mr. BoYD. Yes, definitely. 
Mr. CALLAWAY. The rate to Hawaii, is this entirely a domestic rate? 
Mr. BoYD. Yes, sir. 
Mr. CALUXWAY. They seem to have reduced that rate substantially. 

But this is entirely dome^stic ? 
Mr. BoYD. That is right. 
Mr. CALLAWAY. A number of the administration leaders have re- 

quested our citizens not to spend money abroad because of the balance 
of payments situation. If you should through this bill get a much 
lower rate, would you take into consideration the balanc*^ of payments 
so far as your ratemaking is concerned, or would you say that tliis is 
entirely out of your prerogative and tliat you are only interested in 
getting a lower fare ? 

Mr. BoYD. That is a verv good point, Mr. Callawav. And one of 
the things that has resulted from the lower fares is that the ratio of 
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foreign travel to the United States lias incieased at a rather sub- 
stantial rate.   Tliis is a two-way street. 

We have, liappily, the highest standard of livinji: i" the world in 
the United States. The European countries, part icuhirly, have moved 
very strongly into a mature stage of industrial development. Tlie 
standard of living of the people over there is increasing, and they have 
more disposiible income. 

But they are still not in a position to jiay tlie fares in large numbers 
to come to the United States, whicli many of tliem would like to do. 
And tins is our idea of how we can renlly help the balance of pay- 
ments, because certainly each time fares are changed it is going to 
affect some Americans, but not to tiie extent tliat it will affect 
Europeans. 

Mr. CAM.AWAY. Tliat is interesting. I certainly agi'ee with your 
two-waj'-street argument. But do you con.sider it a part of your 
purview ? The Pacific situation may not i>e the sjime. Perhaps there 
may not be as many Japanese coming here as Americans we would 
send there. 

Would this be something that you would take into consideration, 
or do you see that your job is only to take into consideration the rate- 
making insofar as it affects a fair return to the company and a fair 
price to tlie consumer ? 

Mr. BoTD. We are ba.sically involved in economic regulation, and 
I will finesse your question, if I may, by saying tliat this bill provides 
for approval by the President. T am sure that he would take various 
fact«i-s into consideration in acting. 

Mr. CATJ.AWAY. This was, T think, Mr. Devine's same question. 
You would act on an economic basis, and if the President wanted to act 
on tlie basis of the balance of payments, tliat would be his prerogative. 

Mr. BoYT>. We are not trying to usurp the prerogatives of any other 
arm or agency of Government. 

Mr. CALLAWAV. Thank yon, IVfr. Cliairraan. 
Afr. STAGGERS. Mr. Ronaii ? 
Mr. RoxAX. I liave no questions. 
Mr. STAGGERS. Mr. Boyd, we certainlv appreciate your coming and 

giving us the benefit of your views. I think you have helped the com- 
mittee in its thinking. 

Mr. Born. Tliank you. 
Mr. STAGGERS. I would like to ask perhaps one or two questions. 
Do you have the necessary statutoiv powers now to meet with our 

caiTiei-s and discuss affairs prior to their conferences ? 
]\f r. Boil). Yes, sir. 
Mr. STAGGERS. Have you done this in the past at your organization ? 
Mr. BoTD. It has been a regvilar practice. 
Mr. STAGGERS. Have you been able to come to some agreement before 

these TATA meetings and conferences? 
Mr. Born. Quite often we have. 
Mr. STAGGERS. I mean an understanding. 
Mr. Bo"VT). Yes. sir, quite often. 
Mr. .STAGGER.1. Do you think that the Board should be empowered 

to require that our carriers stay within a maximum and minimum rate 
when they are bargaining with lATA ? 
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Mr. BoTD. No. And we have very religiously stayed awajy' from 
putting our carriers in any brackets, because the L\.TA Traffic Con- 
ference is a negotiating process. 

Mr. STAGGERS. I wanted to ask you this: We have a Maritime Com- 
mission.   Do they have this authority that you are asking for ? 

Mr. BoYD. I am not sure. They have some legislation wliich has 
caused them a lot of trouble, and that may be ratemaking legislation, 
Mr. Chairman. I am not familiar with the name of the bill, or of the 
law, but it seems to me that they do have some power to deal with the 
shipping conferences. 

They have l^slative power. 
Now, that is an altogether different situation, and I would plead 

with you not to consider us as being involved in a parallel activity, 
because we are not. in any sense of the word. 

Mr. STAGGERS. We know that. I was just asking for the informa- 
tion. I do not believe they have this authority in their conferences. 
They might have. 

Y'OU mentioned this ipse dixit authority or power. 
Mr. Born. Yes, sir. 
Mr. STAGGERS. Of the foreign governments. Could you not pos- 

sibly use this authority yourself ? 
Mr. Bovn. No, sir: we are creatures of statute. 
Mr. STAGGERS. I know we are. 
Mr. Bo>T). Everybody is able to read the statutes and, of course, the 

courts are available to interpret the extent of our powei-s. 
Mr. STAGGERS. That is true: I know that. But I am talking on the 

basis of our tGtal Government ])ower. 
Mr. Bon>. Well, I would think that the power is lodged in the Gov- 

ernment. My impre&sion is that this power is lodged in the Govern- 
ment, in the Congress of the T'nited States through the commerce 
clause of the Constitution. 

Mr. STAGGERS. That is true; we know that. But T was just trying 
to find out if it could not be i>ossible that with the backing of the  

Mr. Bo-i-D. Ijet me say this to you, Mr. Staggers: Despite the fact 
that we have our differences with foreign countries from time to time> 
we also have many areas of great agreement. And T believe it is fair 
to say that the rest of the world looks on the Boartl as being a jiretty 
responsible organization. 

I would fear very much an arbitrary attempt on our part to exer- 
cise some power which we really did not have because of its lasting 
effect on our relations with other countries. 

Mr. STAGGERS. I am sure of the fact that your Board would not try 
to do it unless they had the complete backing of the administration. 

Mr. Born. No, sir. 
Mr. STAGGERS. Because ultimately the power would lie, as you say, 

vith the Congress and the administration. 
Now, imder this clause (e) it says that you do have the statutory 

aiithoritv or power to regidatB affairs within the country. 
]\fr. BoYi>. It contemplates the Board having powers intemation- 

nlly sirp'hir to, or comparable is the word, I believe, to its interstate 
rate-making powers. 
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Mr. STAGGERS. Yes.   I notice here in clause (e) : 
The Oiril Aeronautics Board at present ic empowered to act with respect to 

such rates for transfer of iM-rsons and i)roi)erty l)y air within tlie United 
States  

;MI-. BO^T). Yes, sir. 
Mr. STAGGERS (continuing). 
Each of the contract ing iwirties shall thereafter exercise its authority in such 

manner as to prevent any rate or rates propose<l by one of its carriers for ser\-ices 
from a territory of one contracting party to a point or points in the territory 
of the other contracting party from being affected. 

IVIr. BoTD. Yes, sir. 
Mr. STAGGERS. \Mmt you are trying to do by this bill, then, is to get 

the authority that you liave actually that was under this agreement 
here. 

Mr. BoYD. Yes; that is correct. 
Mr. STAGGERS. Transfer the power of (f) to (e) ? 
Mr. Born. That is right. And tliere has been a great deal of talk 

about foreign countries seeking to renegotiate that clause if we get 
the power. But one thing I would like the connnittee to bear in mind 
is that the foreign governments agreed to that paragnipli. It is not 
that we are attemi^ting to impose something new on them bex-ause they 
agreed to the provision of that paragraph. In fact, my understand- 
ing is that the British insisted on it. 

Mr. PICKLE. Will the chairman yield ? 
Mr. STAGGERS. Yes. 
Mr. PICKLE. The Britisli insisted on section (e) ? 
Mr. BoYi). Yes, sir. 
Mr. PICKLE. Thank you, Mr. Chainuan. 
Mr. STAGGERS. Well, as stated earlier though, that was wlien Great 

Britain was trying to rebuild its power or get into civil -aeiTmautics. 
Mr. BoYD. That is right. However, I do want to say, aproi)os of 

Great Britain and the ITnit«tl Kingdom, the Government, shares our 
views generally about the nece.ssity for the lowest reasonable fares. 
Tills is part of the public policy of the United Kingdom, as we under- 
stand it today. 

Mr. ST.VGOERS. Well, I have a lot more questions I would like to ask, 
but I believe in deference to our ne.xt witness we will leave them for 
later. 

I want to thank you and wish you best wishes as you go into your 
new job. 

Mr. BoYD. Thank you, Mr. Chairman. We will be available at your 
call to answer any further questions. 

(Following is the reply to que.stions subsequently submitted to CAB 
by Mr. Staggers, and a supplementan* statement of CAB primarily 
concerning testimony of Mr. Stuart Tipton (see p. 82):) 

Civil, AERONAUTICS BOARI>. 
Washington, D.C., May H, 196S. 

Hon. HARIJ:Y O. STAGGERS, 
Chairman,  SuhcommiUee on  Transportation  and Aeronautics,  Committee on 

Interstate and Foreign Commerce, Bouse of Iteprcsentatii^es, Washington. 
D.O. 

DEAR MR. STAGGERS : Enclosed is a supplementary statement to the subcom- 
mittee on H.R. 46.5, the administrntion'R bill to empower the Board to regulate 
rates In foreign air tranaiwrtatlon.   The statement is primarily in answer to 
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the testimony of Mr. Stuart G. Tlpton, president of the Air Transport Association 
tlou of America. 

The Board has also considered your letter of May 4, 1965, in which yon ral.se 
four questions concerning the legislation. The questions are set forth below to- 
gether with onr resixinses. 

Question. Does the CAB have the necessary statutory power to meet with our 
carriers and discu.ss prosi)e<'tive fares prior to our carriers' attendance at I.ATA 
conferences? 

Answer. Yes. The Board frequently has met with the carriers for tJils puriwse, 
ami exiiects to follow this practice whenever appropriate. 

QncHtion. Would you favor a requirement that our carriers stay within an 
agreed maximum and minimum rate when barffaining at lATA conferences? 

Answer. In the pa.st, the Board has generally expres.sed its views in advance 
on the major issues to be negotiated at I.\T.\. traffic conferences. While the 
Board has made it clear to the carriers that it expects them to u.se their best 
efforts to obtain agreements consistent with the Board's expres.sed view.s. the 
Board has no evidence that the carriers will in fact advance any Board positions 
which do not coincide with their own. A requiren»ent that the carriers stay 
within an agreed maximum and minimum rate when bargaining at lATA con- 
ferences may l)e of some assistance in this regard, but we question whether the 
carriers can he made to bargain effectively if they do not choo.se to do so. More- 
over, where the existing rates are excessive, the suggested requirement would be 
ineffective to reduce rates if the carriers fail to agree on a new level of rates. 

Question. As to the total powers over ratemaking which exist In this country 
vls-a-vis any other coimtry, what are your views on increasing the powers of the 
Chief ExoMifive rather than the C.\B inasnuich as the Chief Executive would 
necessarily have the ultimate authority under H.R. 4(i.")? 

Answer. The primary function to l)e i)erformed is an economic regulatory one 
and Is therefore within the area of the Board's exiK>rtise. Participation by the 
Chief Execiitive is Intended to insure that the Board's economic activities do not 
cimflict with overriding internalional iwlicy. Accordingly, the Board believes 
that It is logical to vest the ultimate authority In the Civil Aeronautics Board 
subject to Presidential approval. 

Question. In the testimon.v last week I was unable to pin down which countries 
have what particular powers. I understand that the European Civil Aviation 
Conference identified some of the varying powers country by country and de- 
scribed the iK)wers of the I'nlted Kingdom as "no clear position." Does this 
mean that the United Kingdom's reaction to the Chandler dispute may have 
been pre<licnted on no firmer statutory ground than presently exists in this 
country? 

Answer. The I'.S. Embassy In Txindon. based on information received by the 
British Mini.stry of .\vlation, advi.ses that rate conditions may be attached to a 
foreign air carrier i>ermit. In accordance with article 68 of the Air Navigation 
*)rder of liXiO. It was pursuant to this power that the permits of Pan -American 
World .Xirways. Inc.. and Trans World Airlines. Inc., were amended in the course 
of the VMi^ I.VTA rate dispute, to re<iuire the imposition of the higher Chandler 
fares. It is the Board's view that similar action could not be taken under section 
4<V2 of the Fe<leral Aviation Act, becau.se such action would constitute the fixing 
of rates of foreign air carriers, a power Congress has in the past specifically and 
consistently denied to the Board. 

In addition, the rate provisions In bilateral agreements between the I'nlted 
Kingdom and other foreign countries provide a direct source of governmental 
power over foreign carrier rates, without implementing legislation. While the 
Bermuda agreement rate clause, under paragraph (f) presently in effect, grants 
either party the right to disapprove and .suspend proposed new rates filed by a 
carrier, the Board has no i)ower under the Federal Aviation Act to suspend any 
rate filed by British carriers. 

Thus, it is clear from the above that the United Kingdom's reaction to the 
Chandler dispute was predicated on very definite powers, which the Board lacks, 
to fix and determine the rates charged by foreign airlines. 

The Board appreciates this opportunity to supplement and clarify the record 
on this Important legislation. 

Sincerely yours, 
ALAS S. BOTD, 

Chairman: 
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SUPPLEMENTAL STATEMENT OF THE CIVIL AEBORAUTICS BOABD 

On April 20, 1965, Mr. Stuart G. Tipton. president of the Air Transport Asso- 
ciation of Ameri<'a, appeared before tlie Transportation and Aeronautics Sub- 
comiuittee in opposition to H.R. 465, the administration's bill to empower the 
Board to regulate rates in foreign air transportation. Mr. Tipton's attempt to 
justify the present level of international rates and fares omitted significant facts 
and stated fundamental ratemaking policies incorrectly. He also gave the sub- 
committee an inaccurate picture of the purpose and effect of the bill as well as of 
the Board's existing powers. Further, his claim that only four foreign govern- 
ments are vested with powers similar to thoee sought in H.R. 465 is not in accord- 
ance with facts available to the Board. I'nder the cipcumstauces, we believe that 
the record requires considerable clarification. In addition, we wish to call to the 
subcommittee's attention the effect of failure of passage of H.R. 465 upon the 
economic well-being of the supplemental air carrier industry. 
I. International lare leveU and carrier cnrnings 

A large portion of Mr. Tipton's testimony is devoted to the theme that the 
international carriers have voluntarily reduced their paswenger fares substan- 
tially over the years notwithstanding increased costs of oi)eration. The intended 
inference evidently is that the traveler's interest in ju.st and reasonable fares 
lias been adequately looked after by the carriers and that no additional regula- 
tory powers need be given to the Board. 

However, Mr. Tipton's data with respect to declining international passenger 
fares do not present an entirely accurate picture. The figures he cites do not 
relate to any jiarticular fare at any given time but represent in fact the average 
fare paid, reduced to cents per passenger-mile flown, b.v a hypothetical average 
passenger. But the decline in the average fare paid in the postwar period is 
due almost entirely to the introduction and increasing use of lower cost and 
lower fare services. 

No passenger pays the average fare; and it is only by using a lower class of 
service, that is, economy rather than first class, that a passenger can travel at 
less total cofit today. For example, in the summer of 1947, the round-trip, fir.st- 
cla.ss fare (the only service available) between New York and London was 
?586.70. Today, the flrst-cla.os fare is $712.50. In 1952 a second class of service 
was made available at a fare of $486. And in 19oS a third or economy 
class was Introduced at a fare of $453.60. However, the New Tork-London econ- 
omy fare during the peak travel period this summer, when most people want to 
or must travel, will be $484.50. This is just $1.50 less than the fare for tourist 
service when first introduced in 1952. It is al.so $.'50.90 more than the economy 
fare when first established in 1958. 

We are fully aware that the current transatlantic fare structure also contains 
much lower fares for passengers who are willing and able to travel off season, 
or In groups, or with Important limitations on the duration of their trip. While 
these fares serve a useful purpose and are used by many pa.ssenger8, the point 
is that the most significant fare reductions have been accompanied by .severe 
restrictions which limit their availability to the general public. 

Furthermore, we must point out that the fare reductions reflected In the cur- 
rent transatlantic structure were far from voluntary. Two years ago the car- 
riers voted to raise fares, not to cut them. It was only in the face of CAB 
disapproval of that action together with the strongest pressure from Congress, 
the press, the public, and other governments that the carriers subsequently agreed 
to the fare smcture today in effect. 

Mr. Tipton points to a reduction in the average fare i)aid per passenger-mile 
from 8.31 cents In 1046 to 5.44 in 1964, notwithstanding he says, the impact of 
Increases in operating costs during the same period. What Mr. Tipton neglects 
to mention is that the wage and price increases have been more than offset by 
cost savings arising from the use of increasingly eflBcient aircraft as well as 
increa.sed traffic. Indeed, carrier costs per seat-mile and per passenger mile have 
actually declined more than the average fare, as detailed in appendix A. 

In the last analysis, of course, the carriers' record in effecting or not effecting 
fare reductions in the past has little bearing on the question whether current 
international fare levels are too high or too low. So far as transatlantii' fares 
are concerned the Board has approved the current structure for another year. 
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altbongh we believe Improvement can and should ultimately be made. In the 
Paoiflc, however, the .situation Is entirely different and we are convinced that 
i^ubetantial reductions can and must be made and, in fact, are long overdue. The 
I'.S. carriers operating those routes have earned extremely high levels of profits 
over the last 9 years. In 1964, Pan American's return oo investment on its Pacific 
routes was 19.9 percent. Northwest's was 28.8 percent. The following table gives 
the figures for earlier years: 

Rate of return on invcitinenl for tran»paci/lc fcrvice», year ending Dec. Si 

Year Pan American N on h wont 

ItH.  8.1 
a.i 

10.7 
S.8 

10.4 
10.8 
1S.7 
21.5 
19.9 

10.8 
1(87.  23.1 

iw."rn"rr"i"•iii"""ni""""r"~i""!i"i"""""""i" mi 
13.1 an.  4.S 

MBiirii"nii!nr!i"""r""""~i"iii"""iiiiii"ii"inir""" 1S.0 
1&.0 na  17.8 

ItM  28.8 

Source: Handbook of Airline Statistics, 1903 edition. Interim quarterly financial report, year endlnR 
Dec. 31,19«4. 

Mr. Tlpton suggests that the Board would presumably allow the curriers to 
earn a ttreater return on investment in international than in domestic service, 
for which a 10.25-perceut standard has been fixed for the larger carriers. Apart 
from the fact that there is no basis for such a conclusion, surely it cannot seri- 
ously be contended that the interuational rate of return should be in the 20- to 
30-i)ercent range. 

Mr. Tlpton also testified that the Board could not make a judgment as to the 
level of fares by looking at the Pacific segment alone, but that it was necessary 
to examine the earnings of each carrier's entire system, attributing this prin- 
ciple to the Board and the courts. This statement is incorrect. In approaching 
the question of levels for pa.ssener fares, property rates, and service nnill rates, 
the Board has invariable followed the traditional concepts of geographical rate- 
making entities. For example, the domestic air transportation system has been 
consldere<l as one single entity for ratemaking purposes. New Tork-Puerto Rico 
has been regarded as another entity. Tran.satlant,ic operations have been treated 
separately, as have transpacific services. The Board has never considered that 
It would be proi>er to look at domestic earnings or transalantic earnings in evalu- 
11 ting transpacific fare levels. The only cases in which a system approach has 
been considered proi)er by either the Board or the Courts are subsidy proceed- 
ings under the special provisions of section 406 of the act, which require that 
subsidy not exceed the need of the carrier as a whole. 

In sum, the Board has never proposed that any carrier should operate at a loss. 
On the contrary. Chairman Boyd has testified to the effect that the public interest 
in a sound air transport system can only be met if carriers can recover their costs 
of operation and realize a reasonable profit. It Is apparent that the transpacific 
fares could be reduce<l substantially and still produce a handsome profit. It is 
equally apparent that the carriers will not make such reductions voluntarily. 
i'. The purpose and effect of Jt.R. 46.5 

The major attack by Mr. Tlpton against the legislation Is that the bill is "bot- 
tomed on the notion that one government, in this case the United States, can set 
rates for the whole world." The argument Is attributed to the proponents 
that the legislation "will have the effect of giving the United States the unilateral 
iwwer to fix International air rates for the world." By use of such lang^iage, Mr. 
Tlpton apparently has sought to convey the impression that implementation of 
the legislation proposed by the Board would result in International chaos. It Is 
noteworthy that ATA's fears are not shared by any responsible Government 
agency. 

The conception that the purpose of the legislation is to empower the Board 
to fix rates for the world Is, of course, without foundation.   Chairman Boyd's 
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t&stimony clearly and unequivocally stated the Board's conviction tiat "it would 
not be able unilaterally to establish rates and fares for services between the 
United States and a foreign country." Obviously, where there is a disagree- 
ment between governments as to the level of a rate or fare, an accommodation 
must ultimately be reached either by negotiation or arbitration. But, as the 
Chairman testifie*!, under the present law the United States cannot even raise 
an issue with a foreign government as to lower fares if the U.S.-flag carriers 
are unwilling to file such fares. The prime purpose of the legislation is to 
enable the Board to require the U.S.-flag carriers to reduce their rates and fares 
when the B<jard finds tlieni to be excessively high; and in the event that a 
foreign government objects to such fare reduction, the Board will at least be In a 
position of being able to negotiate the issue with a foreign government. Under 
(he present circumstance, the American public is entirely at the mercy of the 
U.S.-flag carriers, who understandably act in their own self-interest. 

An illustration may serve to iwint up this basic concept. In li)(>2, tiie lATA 
carriers attemi)ted to increase transpacific passenger fares. The Board disai>- 
provcil this agreement, expressing the view that not only was no fare increase 
justified but the existing fares, in fact, were excessive and should be lowertnl. 
Since liKi.S. there has been no agreement covering transpacific fares, and the 
pr»!exlstiug lATA fares have remained in effec-t despite the Bojird's urgings that 
they be reduced. At the present time, the Board is i>owerle.<!s to tjike any action 
to reduce the level of these fares. The U.S.-flag carriers are free to file reduc-ed 
fares but have not done so, and there is no legal means by which the Board 
can re<iuire them to do so, notwithstanding the fact that the carrier earnings 
on the iranspacifle operations are far above a reasonable level, as we have 
previously shown. On the other hand, if II.U. 4(1.5 were enacted, the Board 
would be in a position to institute a proceeding for the purjjo^e of determining 
the lawfulness of the existing fares. If the Board found the fiires unlawful, 
it could then direct the U.S.-flag carriers to file new tarifTs setting forth lower 
fares. These tariffs would of course IK- filed not only in this country but with 
foreign governments; and if a foreign government objtH'ted it would have a 
right, under any existing liilateral, to negotiate the matter with the Board. 
Where the standard Bermuda-tyf)e bilateral governs, it is the Board.s' belief 
that paragraph (e) would be applicable, and during the course of any negotia- 
tion or arbitration the lower fares proposed by the U.S. carriers would go into 
effe<'t on an interim basis. But, whatever the bilateral situation may be. the 
crucial fact is that H.R. 40." would enable the Board to influen<'e the individual 
rate filings of IT.S.-flag carriers in a manner so as to protect the pubilc interest, 
which thus far it has been unable ta do. 

Mr. Tipton protests that the ATA's position is based not upon any self-interest 
ill preserving high rate levels but rather on the groiuul that giving the Board 
l>f]iwer over TT.S.-flag carrier rates would re.sult in a chaotic international rates 
situation. At the same time. Sir. Tipton and the ATA have taken the i>osition 
that the Board has all the iviwers that it nee<ls to regulate the rates of foreign 
carriers and that such rates should be unilaterally regtdated l)y the Board. The 
ATA has never, so far as we are aware, explaine<l why international chaos 
will re.sult if the Board has power over U.S.-flag carrier rates, but that the ex- 
ercise of such x>o\^ers over foreign carriers is desirable. \Ve would have thought 
Ihiit, if an.vthing, the ofiposite would he true. 

In our judgment, the inconsistency in the ATA's i»sition with regard to I'.S.- 
flag and foreign air carriers is explainable only on the groinid that the U.S.- 
flag carriers wish to have their cake and eat it: On the one hand they wLsh to be 
prote<'ted by the full powers of the U.S. Government when threatened by an 
occasional cutrate convpetitor, but they desire to be free themselves tx> charge 
whatever rates they choose. 

S. Rafe control authority of foreign govrmment.'* 
Chairman Boyd's testimony referred to the fact that practicall.v all foreign 

governments presently have the authority to exercise control over the rates of 
foreign carriers. Mr. Tipton challenged this statement, claiming, on the basis of 
a stud.v of foreign laws made by ATA, that only four countries, Canada, Saudi 
Arabia. Formosa, and the Philippines, have rate powers equivalent to II.R. 40.". 
The study referred to was printed in the 1963 Senate hearings on S. 1539 and 
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S. 1540, at pages l.')2-133.i It consists of ATA's own interpretation of the laws 
of 2'.) countries (constituting less than one-half of the countries with whom the 
United Slates has aviation relations) which are set forth, or partially set forth, 
iu the volume "Air Laws and Ti-eaties of the World."' We cannot concur iu the 
conclusions Mr. Tipton draws from this study, in view of the limited scope of 
the study and the imiKissibility of interpretation of foreign laws by other than an 
exi)ert in the laws of a particular country. Furthermore, as stated by Chairman 
Boyd, the i>owers of foreign governments to control and fix rates are derived from 
many sources other than direct statutory authority, such as decrees, regulations, 
direct ixjwer derived from the air sovereignty of the country according to the 
constitutional structure of that government, and provisions iu bilateral agree- 
ments which have the effect of law without imi)lementing legislation. This is 
demonstrated by the fact that in the liX>3 lATA rate dispute, out of some 17 
countries which objected to the U.S. carriers' nonconformity to the "Chandler" 
rates, some 12 European governments took direct action to impose the "(.jhaudler" 
rates upon the U.S. carriers. These countries were Denmark, France, Germany, 
Ireland, Italy, Netherland.s Norway, Portugal, Siialn, Sweden. Switzerland, and 
the T'nited Kingdom, none of which was conslderetl to have rate-llxing power in 
the ATA study. 

The Board's .«taff has examined evidence available as to the rate authority 
of some ."(S foreign countries, in order to determine the extent of i-ate control 
claimed or exercised by these governments. The priniiiry source of the informa- 
tion obtained was resjwn.ses to circulars sent by the Department of State to 
American embassies in the various foreign countries, requesting information as 
to the rate control authority claimed or exercised by such governments, llie 
rei*ponses relied, for the most part, uiKin information furnished directly by the 
aviation authorities or other government officials of the countries involved. From 
this study it appears that some 34 of the .'iH countries for which information was 
available claim or have exercised jiower to fix and determine the rates of foreign 
air carriers. Another 11 countries claim the power to approve or susjiend the 
rates of foreign carriers, but do not attenii)t to determine rates initially. Out of 
the remaining 13 countries, 4 as.sert the right to exercise any rate authority 
granted in a bilateral agreement, and only 9 out of the "iH did not claim authority 
to control the rates of foreign air carriers. Attached as apiiendix B is a list 
of these countries categorized iu accordance with their claimed or exerci.sed rate 
power. Thus, Chairman Boyd's statement that vitually all foreign governments 
have rate control power over foreign carriers is s\d>stantially correct. 

The Board's study demonstrates, in resiwct to the 20 countries included in the 
ATA study, that, in addition to the 4 countries admitted by ATA to have 
full rate control jxiwer. another 13 countries on the ATA list have, accord- 
ing to the Board's information, claimed or exercised full power to fix and deter- 
mine the rates of foreign air carriers. In order to more fully advi.se this com- 
mittee of the source of foreign rate control power, and to demonstate the in- 
validity of the ATA study, there is attached as appendix C a compari.<on of the 
ATA comments in reference to those 13 countries, which ATA concluded did 
not have full rate-fixing power, with the Board's information indicating that 
such imwer does exist. 

In addition. In view of the relation of foreign governments to their air c-ar- 
riers, the suggestion that only four countries ix>sses.s i)ower to regulate the 
rates and fares of their own carriers seems entirely unrealistic. The sub- 
committee is well aware of the fact that, unlike U.S.-flag carriers, foreign air- 
lines are to a large extent owned and controlled by their national governments, 
and tliey must neces,sarily carry out governmental policies, whether or not any 
specific statute so requires. The foreign carrier, in effect, is an arm of its gov- 
ernment and may not act contrary to the government's in.structions as to the 
rates it can agree to at lATA conferences. U.S.-flag carriers, on the other hand, 
are not owned or controlle<l by the Government, and their management decisions 
are subject to the control of no Government agency, so long as they do not run 

• Henrlnirs before the Committee on Commerce. U.S. Senate. 88th Conpr.. 1st sess., on 
Intenintionnl air transporfntlon rates and S. 15.39 and S. 1540. May 1.5, 16. 20. 1003. 

- ".\ir Laws and Treaties of the World." an annotated compilation prepared for the 
rommlttee on Science and Astronautics, House of Representatives, 87th Cong., 1st sess.. 
May 11. 1061. 



42 IXTERNATIOXAL  AIR   FARES 

afoul of a specific statutory prohibition. That the U.S.-flag carriers may and 
do iguore the Board's rate policies and views at lATA cooferences with com- 
plete impunity is demonstrated by the trans-Pacific fare situation existing today. 
4. ErUtinfi statntory poieers of CAB 

Mr. Tipton contend.<< that any claims that the CAB is iwwerless to influence 
iuteniational rates "won't stand analysis," and he submitted an outline of the 
Board's powers to deal tv-ith foreign carrier rates, noting that, with the excep- 
tion of section 402 which deals with foreign air carrier permits, each of the 
statutory powers referred to applied to U.S.-flag as well as foreign-flag carriers. 
A careful reading of the ATA memorandum will disclose that (1) the major 
authority relied upon is section 402, which is inapplicable to U.S.-flag carriers, 
and (2) none of the statutes cited in the memorandum would permit the Board 
to reduce excessive rates. Thus, the Board might take action under section 402 
to prevent a foreign air carrier from charging rates that threatened the eco- 
nomic well-being of U.S. air carriers, or under section 411 wliere a cut rate 
amounted to unfair competition. But nowhere in the memorandum is any con- 
tention made by the ATA that the Board could protect the public against ex- 
cessive charges embodied in tariffs. Although the Board may well have some 
powers to deal with foreign-flag carrier rates, imrticularly under sections 402 
and 411. such powers would be much narrower than the normal ratemaking 
authority. Moreover, any attempt by the Board to exercise such powers, and 
particularly to suspend foreign carrier rates without hearing, would undoubtedly 
provoke court litigation. A point-by-polnt analysis of the ATA memorandum is 
attachetl to appendix D. 
5. Regulation of rates for MATS oprrationn by supplemental and other carriers 

Finally, we wish to call to your attention a factor that we have previously not 
ra!se<l with the subcommittee but which we regard as a matter of gravest con- 
cern. It will }ye recalled that in the years preceding 1960 a serious situation 
develo^ied in the case of competitive bidding for foreign and overseas contracts 
with the Military .Air Transport Service. Over a jjcriod of several years, the 
carriers, in an effort to increase their participation in MATS business, drastically 
drove down the level of rates to a point which was well below a compensatory 
level. As a result of these practices, the financial well-being of a numl>er of 
the supplemental carriers was seriously undermined and, in some cases, bank- 
ruptcies occurred. 

Beginning In the latter part of 1960, the Board undertxwk to regulate these 
rates by means of attaching conditions to the exemption authority granted to 
various carriers to engage in MATS operations. Subsequently, the Board has 
periodically reviewed these rates, and it is our belief that the minimum rate 
regulation which the Board has exercised has been essential to the health of 
the supplemental air carriers and at the same time has provided substantial 
airlift capacity and emergency expansion capability to the Department of De- 
fens<' at i-easonable rates. 

Tip to the present time, the Board's iwwer to regulate the minimum rates for 
MA'TS foreign operations has not been seriously questioned, since It has been 
employed as an incident to the grant of an exemption and interim authority. 
However, there is now jiending before the Bojird the question of the certifica- 
tion of supplemental air carriers under section 401(d) (,3) of the act. Once 
the supplemental carriers possess certificates of public convenience and neces- 
sity, there is grave doubt as to whether the Tioard's power to regulate these 
rates will survive. TTnder H.R. 46.5, the Board would have ample power to regu- 
late rates and fares for foreign air transportation services jjerformed for MATS 
by all carriers. In the absence of H.R. idii. the Board's hands may well be tied 
and the industry may revert to the near disastrous conditions that prevailed 
prior to 1960. 
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APPE.VDIX A 

t'oniparigon of patsenger yield and operating costs of international passenyer/ 
cargo carriers, 1946-6-1 

Pasaenger yield Total operating expenses 

Year 
Per revemie 
passeiiger- 

tnile 

Per 
passenger- 
ton-niile 

Per revenue 
ton-ralle 

Per avail- 
able ton- 

mile 

1946            ...                                         .           — 
CenU 

8.31 
7.77 
8.01 
7.72 
7.28 
7.10 
7.01 
6.84 
6.76 
6.66 
6.68 
6.58 
6.46 
a29 
6.35 
6.08 
5.87 
6.82 
5.45 

Percent 
34.42 

CenU 
89.25 
76.38 
77.91 
74.93 
70.61 
69.18 
68.06 
66.86 
66.60 
86.22 
66.62 
65.39 
64.51 
62.92 
63.48 
80.79 
58.52 
58.38 
54.39 

Percent 
39.06 

CenU 
102.42 
85.94 
88.15 
84.29 
76.49 
70.60 
70.44 
67.34 
61.92 
66.55 
65.67 
54.54 
55.16 
62.11 
52.48 
51.28 
44.71 
43.08 
44.16 

Percent 
56.88 

CmU 
>e4.gi 

1947  ,  
1948              

49.08 
48.97 

1949.-  46.82 
1980           .....         44.83 
1951    
19S2  

45.69 
43.14 

1B53 41.20 
IBM  38.22 
1955        ...                            .               .     . .16.16 
19S6  35.59 
1957                            ... 34.49 
1958 -  33.94 
1969  34.07 
1960  31.36 
1961  
1962                                   .    .                          24 75 
1963   22.92 
1964 22 99 

Reductlonr rom 1946 to 1964  
Percent 

64.53 

' Available ton-miles In nonscheduled services not reported; estimated on basis of relationship to scheduled 
services available ton-miles in 1947. 

Source: 1962 and 1963 editions of Handbook of Airline Statistics with data from 1963 edition where 
Inconsistencies appear; 1963 and 1964 data provided by Bureau ol Accounts and Statistics, CAB. 

APPENDIX B 

RATE POWE:B OF FOREIGN GOVERNMENTS 

Pmcer to fix and determine rates of foreign carriers claimed or exercised 

Argentina 
Australia 
Brazil 
Canada 
('eylon 
Chile 
Colombia 
Costa Rica 
Denmarli 
Dominican Republic 
Ecuador 
France 

Germany 
Greece 
Honduras 
Ireland 
Israel 
Iran 
Italy 
Japan 
Korea 
Netherlands 
Norway 
Panama 

Paraguay 
Peru 
Philippines 
Portugal 
South Africa 
Spain 
Sweden 
Switzerland 
Taiwan 
United Kingdom 
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Patcer to approve or suspend rates of foreign- curriers, hut no claim of power to 
determine rates initiallu 

Austria El Salvador Nicaragua 
Belgium (juateiuala Uruguay 
Bolivia Mexico Venezuela 
Congo New Zealand 

Poicer to control rates of foreign carriers to extent provided in a bilateral 
agreement 

Iceland Pakistan 
India Thailand 

yo claifn of power to control rates of foreign carriers 

Burma Indonesia Nigeria 
Finland Lebanon United Arab Republic 
Hong Kong Liberia Vietnam 

APPENDIX C 

COMPABISON OF ATA AND BOARD SLFDY OF FOKEICN HATE POWEB OF 13 COUNTRIES 
WHERE CONCLUSIONS DIFFER 

ARGENTINA 

ATA cmnmcnt.—No rate power. 
Board information.—Prior approval of rates re(iuired pursuant to D.A. Com- 

mercial Disposition No. 1101, March 0, 10.j7. and articles 7 and 8 of Decree-Law 
1256, February 1, 1957. Regulations re<iuire applicants for permit.s to furuisli 
tariff data. The Government publishes an approved rate schedule and carriers 
are required to conform to that schedule. The rates generally conform to lATA, 
but widespread discounts are practiced by travel agents, and enforcement is lax. 

AUSTRALIA 

ATA comment.—No rate iiower, but broad ix)wers in article 12(1) (p. 171) 
and article 2() (p. 178).' 

Hoard information.—Pursuant to section 10«(A) of the Air Navigation Reg- 
ulations, the Director General of Civil Aviation may in connection with issuance 
of a license approve, reject, modify, or fix a fair and reasonable tariff, and in 
addition when he considers that the circumstances so warrant, he may withdraw 
such approval and direct adoption of a fair and reasonable rate. 

BRAZIL 

.\TA comment.—Power to approve rates, but only undertaking to observe thein, 
article 37(e) (p. 272). Not a rate-ttxing iKtwer. (Also see, art. (J8, sole par- 
agraph at p. 276.) 

Hoard infonnation.—Pursuant to Decree No. 381, December 19, 1961 (Diario 
Official, Dec. 20, 1961) x)ower to approve, suspend, or flx rates tiled by air 
carriers. It is not clear whether this power iiermits modification of previousl.v 
approved rates. In practice (Joverument influence of rates exercised through 
Government-owned airline at lATA. 

FRANCE 

AT.i. comment.—Power to approve rates, article 129 (p. 428). 
Board information.—^French law provides specifically for regulation of iMssen- 

ger rates, but the laws and regulations are not precise. In May 1963, the 
French Director of Civil Aviation informed PAA and TWA that the Chandler 
rates must be applied, and that in the event of application of the previously 

' Pnge references are to "Air Laws and Treaties of the World." nn annotated romplla- 
tion prepared for tlie Committee on Science and Astronautics, U.S. Hou.se of Representa- 
tives. 87th Cong.. 1st sess.. May 11, 1961. 
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approved pre-Chandler rates after May 12, he wotild "take all measures imposed 
by circumstances." 

GEBMASY 

ATA comment.—Authorization for scheduled service "extends to flight rates" 
article 21 (p. 458). 

(NOTE.—But German Government, as Avell as Lufthansa, denied that art. 
21 had soch scoi^e, in connection vcith pt. 213 proceeding.) 

Board information.—General rate power in accordance •with article 21 of air 
transport law, but bilateral provisions have effect of law and may limit this 
power. In the course of the lATA rate dispute U.S. carriers were advised 
by letter from the German Federal Ministry of Transport, dated May 17, 19t53, 
to immediately apply the Chandler rates. 

ATA comment.—Power to approve rates, article 6(c)   (p. 718). 
Board inlormution.—Foreign office claims power to determine "the reasonable 

rates of air transportation of cargo and travelers." 

IRELAXD 
ATA comwent.—No rate poicer. 
Board information.—While no .statute or regulation specifically provides for 

Government rate control, such rate power is exercised through inherent sovereign 
power. On May 21, 19(53, TWA and PAA were informed that the lri.-;h Minister 
for Transport and Power had "today been emjwwered by the Government to malie 
an order providing for the control of air fares for the transjwrt of pa.><.sengers 
or goods to and from Ireland." The carriers were directed to institute the 
Chandler fares within 48 hours. 

IBBAEX, 

ATA rommeni.—No rate power. 
Board information.—Pursuant to paragraph 3(b)(6) of the Air Navigation 

Act of 1027, as amended, the Minister of Aviation has power to fix all condi- 
tions of carriage, including domestic and foreign rate.s. 

JAPAN 

AT.i comment.—Power to approve rates, article 129(2) (p. 902) power to order 
alteringofrate.s, article 129(4) (2) (p. 902), 

(Note.—Under art 129(5)  (p. 902) permit may be suspended or canceled 
for violating provisions such as 129(2) and 129(4) (2)). 

Board information.—Approval of fares required by Minister of Transport, and 
Minister also has power to direct that previously approved fares be altered. The 
power has been interpreted as permitting the Minister to require the airline to 
file an altered tariff, but not to specify the particular fare. In practice the 
acceptable alternative rate is determined by informal discu.ssion in advance of 
filing, and on at least two occasions the Minister has used his influence to require 
that specific fares be filed. 

XETHEBLASDS 

AT.4. Comment.—No rate power. There is some vague, broad power in article 
76 (p. 982). 

Board information.—AVhile there is no specific legislation or regulations which 
specifically authorize the Government to exercise rate control power, in the 
conres of the lATA rate dispute the Netherlands Government informed PAA 
that they must charge the Chandler rates and took action to enforce their order. 

80T7TH   AFRICA   (UNIO\  OP  SOl'TII   AFRICA) 

ATA cotnmottt.—Power to fix rates in a condition to a license, article 11 (3) (c) 
(p. 1176), but license not required when service covered by bilateral, article 
2(2) (p. 1170). 

Board information.—Whttc statutory rate-fixing power is not applicable where 
the tran.sportation is covered by a bilateral, the bilaterals have rate clauses 
with procedures for determination of the apiiropriate tariffs.    (:v>nforniitv to 
such tariffs is enforced in accordance with  the provisions of the particular 

56-562—65 1 
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lillnteral.   In practice the Gorernment exercisies the control of International 
rii U>K tlirougb its national airline at lATA. 

SWrrZERLAXD 

ATA comment.—Power to approve rates, article 30 (p. 1083). 
Board infortnation.—Swiss Federal Air Office claims power to accept, reject, 

fix or suspend national or foreign carrier rates. In addition to the speclflc statu- 
tory authority, the powers are exercised under tl>e general constitutional and 
sovereign powers of the Government. In the lATA rate dispute. TWA's permit 
was amended to require conformity to the Chaudier rates under threat of the 
statutory ])enalties. 

UNITED   KIXGDOSI    (CHEAT  BRITAIN) 

ATA comment.—Air service license either speciJles tariff, or manner in which 
tariff is to be determined, article 2(.'))(1)) (p. OlD). but licensing only applies 
to aircraft of such countries as the Minister of Aviation prescribed, article 1(4) 
(b) (p. t)18). In the part 213 proceeding, BOAC witnesses testitied under oath 
tliiit licensing did not apply to U.S. carriers, because the Minister had not "pre- 
scrilied" the United States. 

Hoard information.—General rate control pursuant to article 88 of air naviga- 
tion order of 19fi0. permitting tlie attachment of conditions to airline opera- 
ing i)ermission. In the lATA rate di-spute the permits of PAA and TWA were 
amended to allow Imposition of the Chandler fares on the U.S. carriers. 

APPENDIX D 

POWER OF THE CIVLI, AERONAUTICS BOARD TO REOT'LATE RATES IX FOREION AIR 
TR A N S PORT ATION 

Set forth below is an analysis of a memorandum entitled "Outline of Power 
of Civil Aeronautics Board To Deal With Koreigu Carrier Rates," which was sul>- 
iiiitted as apijendix B to the statement of Mr. Stuart G. Tipton. president. Air 
Transport A.ssociation of America, before the Tran»|)ortation and Aeronautics 
SulK-ommittee of the House Interstate and Foreign Commerce Committee, on 
H.R. 40.J. The paragraph numbers employe<l corresjxmd to tho.se in the ATA 
outline. 

I.   CAB'S POWERS TO CONTROL FOREIGN  CARRIER RATE PRACTICES 

A. Hection ^02. Foreign carrier permitt 
Section 402 empowers the Board to issue pennits to foreign air carriers au- 

thorizing them to engage in air transportation between the United States and 
foreign fioints. Section 402(e) authorizes the Board to "attach to such permit 
such reasonable terms, conditions, or limitations as, in its judgment, the public 
interest may require." ATA takes the position that the Board may properly con- 
sider the reasonableness of rates as a factor in deciding whether to issue or re- 
new a foreign air carrier permit, and that the Board may attach rate conditions 
to the permit. 

Tlie Board does not dispute that It has some power to deal with foreign air 
carrier rates by attaching conditions to foreign air carrier permits. However, 
such powers are by no means equivalent to ratemaking powers. Moreover, sec- 
tion 402 is not applicable to U.S.-flag carriers and, therefore, section 402 could 
not be utilized in any manner to regulate U.S. carrier rates. 

The scheme of the act and Its legislative history clearly Indicate an intention 
not to bestow powers with respect to the justness and reasonableness of rates 
in foreign air transportation. The present statutor.v provisions date from 
the Civil Aeronautics Act of 1938. In that act. Congress gave the Board gen- 
eral regulatory powers to investigate interstate and overseas rates ancl to 
establish new rates in the event that the existing or proposed rates wore found 
to l)e unjust or unreasonable, or unjustl.v discriminator.v. Moreover, section 
404(a) of the act siiecltically imposed the duty on the carriers to maintain just 
and reasonable rates In interstate and overseas transportation. However, with 
respect to foreign air transportation, the Board's powers to Investigate were 
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confiiHHl solely to cases of discrimination under section 1002(f). and under 
the terms of section 404 of the act neither air carriers nor foreign air carriers 
were under any duty to establish just and reasonal)le rates for foreign air 
transportation. The legislative history of the 1038 act clearly Indicates that 
Congress was concerned as to the complexities of rate regulation in the inter- 
national sphere and was uncertain as to the precise nature of the ratemaking 
authority to be given to the Board in this area. Indeed, section 404(c) of the 
1!)38 act directed the Board to Investigate and report "to what extent, if any, 
the Federal Government should further regulate the rates, fares, and charges 
of air carriei-s engaged in foreign air transportation." 

It is doubtful, in view of the deliberate withholding by Congress of the 
powers to regulate rates and practices in foreign air transportation, that the 
Board could confer upon Itself the same powers by conditioning foreign air 
carrier permits. On the other hand, the power to oondltlon permits does, in 
the Board's judgment, give the Board iwwer to preclude operations of foreign 
air carriers at rates inimical to the interest of the United States. For example, 
if oi)erations were being conducted by a foreign carrier at rate levels so low 
as to constitute destructive competition and imperil the U.S. transportation sys- 
tem, the Board believes it could inii)ose conditions to cure such a situation. The 
Board, in such a case, would not be regulating the rates as such but rather 
would be \ising its licensing power to prohibit operations which are not in the 
public interest. 

It Is clear, however, that the Board could not iitiiiite its limited powers under 
section 402 to cause a reduction in rates. This follows because it would 
not be possible to make a finding that a foreign flag carrier's operations at a 
high rate were Inimical to the public Interest if the TT.S.-flag carriers were 
charging these same high rates. To put it differently, the public interest would 
not lie vindicated by revoking the foreign air carrier permit to operate at the 
high rate if the remaining services conducted by U.S.-flag carriers (whose cer- 
tificates could not be revoked on this ground) would be conducted at the high 
rate. 

The outline cites various "precedents" in support of Its position that the 
Board lias broad powers over foreign carrier rates. None of the ca.ses cited 
bears upon the issue of whether the Board has power to deal with excessive 
rates and charges in foreign air transportation. 
B. I^frtifm- 403. Obgervance of tariff fare 

The ATA outline i>oints out that foreign air carriers are required to file and 
observe tariffs and may not collect a lesser fare than that set forth in the tariff. 
However, section 403 confers no ijower on the Board to control the rates which 
the foreign carrier chooses to file in its tariff and its therefore of no assistance 
In dealing with unjust or unreasonable rates. 
C. Section liO^. Discriminatory rateit 

The outline states that foreign carriers are forbidden to engage in unjust 
discrimination or txnreasonabie preferences. The same is true of U.S. air 
carriers. However, these provisions relate to the charging of one i)erson or 
class of traffic a higher or lower rate than another. They do not permit the 
Board to regulate the general rate levels of the carriers. 
D. Section /ill. Unfair practices and unfair methods of competition 

Section 411 authorizes the Board to issue cease and desist orders against for- 
eign air curriers for unfair practi<'es and unfair methods of competition. Para- 
graph 111. of the outline cites order K-V2~91 for the proposition that foreign 
carrier fares in violation of an lATA agreement would "apiiear" to be an unfair 
method of competition. The case does not stand for that profwsition. Involved 
in that i>roceeding was the surreptitious payment by an lATA carrier of a coni- 
mi.-jsion in excess of the level agreed ui)on in lATA. The Board has never held 
that flic mere breach of an lATA agreement would constitute a violation of .sec- 
tion 411. 

It is true that under section 411 some type of rate-cutting practices might 
be held to be an unfair method of competition, as, for example, the charging of 
rates which are below cost for the purpose of driving out other competition and 
niono|>olizing a market. Such a limited power is clearly not comparable to i>ower 
to regulate justness and reasonableness and would in no event permit tlie Board 
to deal with excessive charges. 
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E. Section ^12. Approval and disapproval of agreed rates 
The ATA outline i>oiut.s out that under section 412 an agreement between 

foreign carriers and U.S. carriers as to rate.s or rate practices mu.st be filed with 
the Board for approval or disapproval, and that the Board may disapprove as 
"adverse to the public interest" an lATA agreement ba.sed upon a rate which it 
regards as unreasonable. However, this ix>wer is entirely dependent uiwn the 
embodiment of rates in an agreement. Tariffs setting forth rates which are not 
the subject of an agreement cannot l>e touched under section 412. Moreover, 
contrary to the implication in i>aragraph K4. the disapproval of an agreement as 
to rates does not anioimt to a disiipprovai of the rate itself, and the carriers are 
free to continue to charge the disapproved rate so long as they do not violate 
the antitrust laws. 
F. Enforcement procedures 

This i>aragraph merely lists methods of enforcing violations of the Federal 
Aviation Act of 1968, as amended. 

II.    BOARD'S    BEMEDIES    AGAINST   U\BEA60?JABLE    RATES    OF    FOREIGJf    CAKRIER8 

This section of the outline deals .solely with foreign air carriers; and the pro- 
cedures outlined, which are base<l upon provisions in bilateral agreements with 
foreign governments and in foreign air carrier permit.*, could clearly not be 
utilized to regulate U.S.-flag carrier rates. 

Mr. STAGOEKS. Our ne.xt witness will be Mr. Allen Ferguson of the 
Department of State. 

Will you come forward, Mr. Ferguson, and state your name and those 
with you for the record ? 

STATEMENT OF ALLEN R. FERGUSON. COORDINATOR FOR INTER- 
NATIONAL AVIATION, DEPARTMENT OF STATE; ACCOMPANIED 
BY ANDREAS LOWENFELD, ACTING DEPUTY LEGAL ADVISER, 
DEPARTMENT OF STATE; AND MICHAEL H. STYLES, AVIATION 
NEGOTIATIONS DIVISION, DEPARTMENT OF STATE, WASHING- 
TON, D.C. 

Mr. FERGUSON, ^rr. Chairman, and gentlemen of the committee-, I 
am Allen Ferguson, Coordinator for International Aviation, Depart- 
ment of State, and I am accompanied this morning by Mr. Andreas 
Ijowenfeld, who is the Acting Deputy Legal Adviser in the Depart- 
ment, and by Mr. Midiael H. Styles, who is a member of my office. 

Mr. STAGGERS. YOU may proceed. 
Mr. FERGUSON. Fii-st let me say the Department of State appreciates 

the opportunity to appear l^efore this subcommittee in support of the 
administration's bill introduced as H.R. 4(i5. Last year before the 
full committee the Department of State gave its unqualified support 
to H.R. 6400. n.R. 6400 is identical with H.R. 465. This year, the 
Department wishevS again to testify in su]iport of this proposed measure 
and again to urge that it be enacted as soon as possible. 

"We should like at the outset to em|>hasize again that the primary 
l)urpose of the administration's rate bill is to enable the U.S. Govern- 
ment to take a far more efl'ective and constructive role in the area of 
international air fare? than is po.ssible at present. 

The Department of State supports II.R. 40.'). First, because such 
legi.slation is needed to give the Civil Aeronautics Board substantial 
power to work in partnership with U.S. international carriers to pro- 
tect American interests and thus to permit the Civil Aeronautics 
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Board significantly to influence the routine ratenuiking procedures of 
the International Air Transport Association (lATxV); second, II.R. 
4(15 would strengthen the position of the U.S. Government in bargain- 
ing with foreign goveriunents whenever the routine processes of lATA 
fail to produce agreed rates consistent with U.S. interests. 

Mr. Boyd has already analyzed the effects of H.R. 465 on the juris- 
diction of the Civil Aeronautics Board and the Board's i-elation to 
lATA and the U.S.-flag carriei-s. I shall restrict my comments pri- 
marily to those asiJects of the proposed legislation which touch upon 
intergovernmental relation.*. 

^^'i>en the State Department witness testified hust year, he discussed 
in some detail tlie facts and circumstances surrounding the North At- 
lantic internatioiuil air fare dispute wiiich developed during the spring 
of 1963. In that dispute, as you recall, a coalition of European 
governments threatened to close their airports to U.S. carriers 
unless our carriers raised their rates in accordivnce with the so-called 
Chandler lATA Agreement. As you remember, we found it nexes- 
sary to autliorize our carriei"s to raise tlieir rates if tliis proved to be the 
only waj' to continue flying. That did prove to be the case and the 
rates were raised to tiie Chandler levels despite the Civil Aeronautics 
Boards belief tliat tiiose rates were excessive, and despite the Boaixl's 
statement in advance of the Cliandler meeting that no increiuses would 
be acceptable. We were in this position then becan.se the Civil Aero- 
nautics Board did not have power to fix international rates for either 
foreign or American carriei-s. 

We are still in the same [losition. As Mr. lioyd said, prior to the 
lATA meeting in Athens, the CAB advised the U.S. carriei-s this past 
fall that certain reductions in the level of rates and the fare structure 
were desirable. Xo sucli changes wei-e made. The most recent lATA 
agreement coming out of that meeting provides that after certain dates 
no lATA member is to show in-tliglit movies on the international seg- 
ments of its operations. In the case of TWA, its in-flight movies must 
stop as of August •!! of this year. The lATA agi-eement was sub- 
mitted for a])proval to the Civil Aeronautics Board only 3 weeks ago 
and the Board now has it under active consideration. 

We appreciate tliat this poses diflicult quastions and we do not wish 
at this time to favor one outcome over another. But if the Board 
sliould decide to disai)pro\-e the lAT.V agreement and to protect TWA's 
right to cont inue in-flight movies, tiie U.S. Goverimient might well find 
itself in the same vulnerable position vis-a-vis other govenunents as it 
was in 1{)();'». Western European governments might again join to- 
gether—this time to deny landing riglits to carriei-s ofl'ering in-flight 
entertainment. Instead of tliis somewhat extreme action, they might 
simply decide to impose a surcharge on airlines which show movies. 
But whatever approtu^h they take, and no matter how large any sucli 
surciuirge might be, tlie U.J?. (iovernment could again be powerless to 
defend our interests or to act on Ijeiialf of TWA. P>nacting H.R. 465 
would enable, the U.S. Government properly to defend positions and 
decisions which are found to be in the best interests of the United 
States. 

Tliere is one additional aspect of the present lATA agreement 
which I woidd also like to discuss. This concerns the lATA fare 
agreement submitted to the Board with the in-flight movie agreement 
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and which provides that the existing fares of last year are to remain 
in effect for an additional year. 

Both the Board and the Department wonld have preferred a fare 
structure more closely attuned to public needs. However, to take 
the first step now to accomplish such adjustments, the Board would 
have to disapprove tlie lATA fare agreement. But if the Board 
disapproves the agreement, we would tlien probably find ourselves in 
the same position as we were in during the 1963 dispute; namely, 
being forced, in the end, to capitulate. Furthermore, if the Board 
disapproves the agreement, it might well encourage the foreign gov- 
ernments to take immediate action, along the lines which I mentioned 
earlier, against TWA's movies. 

If H.R. 465 were in effect, the Government would be enabled to 
base its decisions far more on what best serves American interests and 
much le,ss on the potential reactions of foreign governments. 

Mr. STAGGERS. May I interrupt right there i 
I notice a couple of questions. You have mentioned that in tiie 

dispute in 1963 several governments of Europe had joined together. 
I thought that was mainly a British dispute with the United States. 
Could you name some of these other people or other governments that 
had joined in with them i 

Mr. FERGUSON. This, I think, would be wrong to characterize as a 
solely British dispute. The European governments in general were 
opposed to our actions. 

Mr. STAGGERS. Did they threaten at that time to deny our access? 
Mr. FERGUSON. As Mr. Boyd said a moment ago, there was no offi- 

cial threat to do anything as drastic as take physical possession of the 
aircraft, but there were specific actions tlireatened against the agents 
and employees of the airlines. 

Mr. STAGGERS. Can you name me any other governments besides 
Great Britain that were involved ? 

Mr. FERGUSON. Yes. The French were involved in that. We sub- 
mitted in response to a question of Mr. Harris a year ago a detailed 
statement on this. And if you will give me a moment, I will see if I 
can find it. 

Mr. STAGGERS. I would like it. I notice you have mentioned it two 
or three times, and it had not been brought out that any other nation 
besides Great Britain had been involved in this dispute. 

Mr. FERGUSON. In addition to the United Kingdom, France, on 
May 16,1963, advised the U.S. airlines that operations at pre-Chandler 
fares; that is, operations not at the fare which lATA had agreed to at 
Chandler, would be subject to sanctions. 

The Gennan Federal Ministry of Transport, in letters to the 
U.S. airlines, dated May 7. 19G3,"referred to article 11(f) of the bi- 
lateral air agreement and certain sections of German law. I shall 
not read this all, but the Germans, in other words, threatened that 
unless the Chandler rates were agreed to, there would be legal con- 
sequences. 

Italy, Switzerland, Sweden, Spain, Ireland, Norway, and Portugal 
also disputed the pre-Chandler fares. 

Mr. STAGGERS. They all notified our Government? Is that the 
channel they took ? 
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Mr. FERGUSON. They notified the airlines or the Government, and 
I can read you in detail if you would like, or vre can submit it to you 
for the record. 

Mr. STAGGERS. No. I should mention here that the jsrreat dispute, 
as I understand it, coming to the public eye, was with Great Britain, 
but these other governments then were involved, or is this a separate 
thing? 

Mr. FERGUSON. NO, this is the same thing. 
There were two meetings, one in Washmgton, in which the British 

initially participated, and then one in London in which a number of 
countries participated. 

Mr. STAGGERS. It was worked out, though, so there was a reduction 
in fares? 

Mr. FERGUSON. NO, sir; not the Chandler case, not the case in 1963. 
In 1963 the United States was forced, in effect, to capitulate. 

Mr. STAGGERS. But didn't the fares ultimately go down, though? 
Mr. FERGUSON. In 1964 they went down after a full year, and after 

relatively high rates; that is, increased rates in 1963 over 1962. 
Mr. STAGGERS. AS I remember, Chairman Boyd just made the state- 

ment that they were reduced on the average of 13 percent. 
Mr. FERGUSON. In 1964. 
Mr. STAGGERS. In 1964. And I thought I gathered from his te,sti- 

mony that it was a result of the discussions between governments and 
between these conferences, and so forth, and not the Chandler agree- 
ments or the lATA. 

Mr. FERGUSON. If I could take a moment  
Mr. STAGGERS. I would like to verify this. 
Mr. FERGUSON. We are talking about two different periods and two 

different lATA meetings. 
The Chandler meeting, which took place in the fall of 1962 at Chan- 

dler, Ariz., was one in which, in spite of a letter from the CAB saying 
that no increases would be acceptable, rates were increased mod&stly, 
about 5 pereent on the North Atlantic. 

The Civil Aeronautics Board, after notifying the carriers of a 
decision to disapprove the rates, finally did disapprove the rates. 
There was a series of international meetings, and a series of postpone- 
ments of the effective date of those rates. 

To be very brief, in the course of those international meetings, the 
inadequacies of the present powers of the Board became abundantly 
clear, and it was necessary for the United States to capitulate and 
to ])ermit our carriers to charge the new higher Chandler fares. 

Those rates went into effect in the summer of 1963. 
Following that, in the fall of 196.3. there was a series of meetings 

of lATA, lieginning at Salzburg. Prior to that meeting there was 
some considerable interest on the part of both of the North Atlantic 
carriers that fly the American flag. Pan American and TWA, to 
reduce rates, and the Board and the Depaitment were both in favor 
of such reductions. 

There was then a series of meetings, very small meetings, in the 
fall of 1963. between Mr. Boyd, Mr. Robert Murphy, the Vice Chair- 
man of the Civil Aeronautics Board, and I, plus Mr. Stout, a member 
of the Board staff, and the Directors General of Civil Aviation, or 
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their e(iuivalejits, in 10 European conntries. We explained why the 
U.S. (iovernment felt that reductions in rates were desirable, and 
why we felt that they were not only desirable in the public interest, 
but also were not disadvantajjeous to either the American or the foreign 
carriers on the North Atlantic. 

After that round of talks, and after some additional meetings by 
I ATA, there was a new agreement which is sometimes referred to 
as tlie Salzburg agreement, which .set rates for the summer of 1964, 
and indeed for a full year beginning in April of 1964. 

Those were the rates which resulted in the average reduction of 
about 18 pei-cent in the \orth Atlantic. 

Mr. STAOGERS. That is Avhat I was trying to get out. I just wanted 
to find out l>ecause we had been talking alx)ut these disputes with Great 
Britain, and the fact is that you were finally able to work them out, 
which shows that it could be done.   I ho])e that we then c^n continue. 

I hope to get through with your statement this morning. 
Mr. FERGUSON. I am sorry it took me so long. 
Mr. S'i'AGGERS. That is all right. I wanted to find out which govern- 

ments they were. 
Mr. FERor.soN. I had just mentioned the desirability of II.R. 465 

in terms of the Government's, the Civil Aeronautics Board's, rela- 
tions with the carriers and the routine lATA proceedings. 

If the international carriers are able to achieve agi-eement on rates 
which are acceptable to all atl'e<"ted governments, there is little need for 
dii-cct Government involvement. ITowever, in the event of a failure 
of the cari'iers to achieve acceptable agi-eements, the pixjblem in- 
evitably does go to the Government level. As Mr. Boyd says, we do 
not exix'ct that this kind of thing will happen very fretjuently. 

Our ability to deal with the international rate matters, especially in 
(ho event of intergovernmental disagreements, depends both on the 
statutory powers of the Civil Aeronautics Board and oil the rate 
articles in our air transport agreements with other countries. Ideally, 
we would like to be in a position either to suspend any rates which 
were determined to be destructively low, or to set rates—even rates 
opposed by foi-eign airimes and governments. However, because of 
the nature of our bilateral agreements, it is usually impossible to have 
both powers at once, that is, the powers of suspension and of rate 
setting. 

At present, the United States has one of two types of rate articles in 
most of its air transport agreements. The first is the so-called Ber- 
muda type and the second is what I shall call the susi^ension type. 
The Bermuda-type article is, in substance, com}X)sed of two alternative 
provisions, in paragraphs (e) and (f). 

The critical factor in determining which provision is in effect is 
whether the Civil Aeronautics Board has, by law, power to control 
international rates comparable to its ix)wers to control domestic rates. 

If, as is the situation today, the Board does not have such power, 
the first alternative is in effect—that of paragraph (f). It provides 
that eitlier countiy maj', if it objects to a proposed i"ate of a foreign 
carrier, suspend such rates, or, in the words of the bilateral, may "t^ake 
such steps as it may consider necessary to prevent the inaugursition or 
continuation of the service in question at the rate complained of."  As 
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I liave said, this paragraph is in effect only when the Board does not 
liave the power to fix and to suspend rates. Thus, the present effect 
of the Bermnda rate article is to confer the power to suspend rates 
only on the foreign government. Our sole recoui-se is to consult or 
arbitrate in the hope that we can make our position prevail. Pending 
the resolution of the issue, only rates acceptable to the foreign govern- 
ment would remain in force. 

The second, alternative, provision in the Bermuda-type rate ar- 
ticle—paragraph (e)—comes into effect if and when the Civil Aero- 
nautics Board does have power both to fix and to suspend international 
rates. It provides that once such power is available, a rate ordered by 
the Civil Aeronautics Board shall go into effect even over foreign ob- 
jections. That rate will i-emain in effect pending settlement of the 
dispute through consultation or arbitration. Thu.s, for example, in 
the 1963 rate dispute, it Mould have l)een our rate that would have been 
in effect pending the resolution of tlie controversy. Under the agree- 
ment it would liave tx»en up to the foreign governments to invoke con- 
sultation and tiy to argue us out of our position. This is the situation 
that will prevail if H.R. 465 is enacted. 

The second general type of rate article, as I mentioned earlier, is the 
suspension type. It has been negotiated, with only tliree countries, 
New Zealand. Mexico, and the United Arab Republic. It provides (hat 
either of the contracting parties may suspend a rate which it finds ob- 
jectionable. But like the first alternative in the Bermuda-type article, 
this provision at present confers a power in fact only on the foreign 
country, since the Civil Aeronautics Board does not now have tlie 
necessary statutory ratemaking powers. The effect of II.R. 46.") would 
be to give the U.S. Government ])owers of suspension equal to tliose 
enjoyed by the foreign governments with whom the suspension-tj'jw 
of rate article is now in force. 

As we have pointed out, both in our letters and in earlier testimony 
before the full committee and the Senate Commerce Committee, the 
ideal situation from the United States point of view would l)e for 
U.S. carriers with Government approval, or for the U.S. Government, 
to be able to decide upon a rate and put it into effect without tlie pos- 
sibility of its being suspended by a foreign government. The passage 
of H.R. 465 would put us into a position to do just that. 

Fundamentally, the interests of the United States are served by tlie 
lowest international rates which yield a reasonable rate of return to 
our airlines. U.S. citizens traveling abroad are entitled to reap the 
full benefits of the great economies of modern air technology. The 
American aircraft, industry stands to gain from rates which are low 
enough to develop to a maximum tlie potential demand for transport 
aircraft. Our overall policy objectives of achieving a prosperous, 
peaceful, and free world are served by international air rates which 
encourage a maximum of travel. Finally, the great competitive ad- 
vantage of U.S. airlines, which are the world's most efficient, can only 
be fully exploited if it is possible to set rates which reflect that efli- 
ciency. 

Further, U.S. carriers, as evidenced particularly by their conduct 
during the rate dispute of 196.3, generally support lower rates for in- 
ternational air transportation.    On the other hand, many foreign 
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carriers have supported higlier rates on their services to the United 
States. If, with the Civil Aeronautics Board support, the United 
States carriers were to propose lower rates, those rates would go into 
effect provisionally, and we would be in a position to avoid any repe- 
tition of the results of the 1963 dispute. For if a lower rate goes into 
effect, the competition would compel all carriers to meet the lower 
rates. And this is precisely what would happen with the enactment 
of H.E. 465. In short, in any future rate dispute, it would be our 
lower rates, not the higher rates proposed by foreign carriers, whicii 
would prevail. 

I should now like to contrast this result with the result which would 
obtnin if legislation similar to last year's so-called Air Transport As- 
sociation bill were enacted. To the best of my knowledge, no such bill 
has been introduced in tliis session. Such a bill would have given the 
Civil Aeronautics Board only suspension powers, not the power to fix 
rates. 

Since it would not give the Board powers comparable to its do- 
mestic rate authority, the provisions of tiie Beniiuda-type bilateral 
wliich is presently in effect would remain in elfect^—that is, paragrapii 
(f). Either country' would be permitted to suspend the rates of the 
other country's carriers. This would mean that if the foreign carriei-s 
wished to intro<luce a higher rate than tliat proposed by our carriers, 
we cx)uld suspend that rate. But by the same token, foreign goA-ern- 
ments could, as in 1963, prevent our lower rates from going into effect. 
Thus, the best Ave could expect would be a deadlock. We would not 
really be much better off' than we were in 1963. We would be able 
when necessai'v to demonstrate aflirmative U.S. leadership, on the 
other hand, with H.R. 465. 

Durijig tlie State Department's testimony last year, the Chairman 
raised the problem of what would happen if a foreign carrier proposed 
a rate lower than Miat proposed I)y thelJ.S. carriers. 

This is an interesting question, but as we view it, the problem is 
significant only if a destructively lower rate is proposed, and is insisted 
upon by a foreign government. Only in that event would we face a 
serious problem, for if such rates were to go into effect over our ob- 
jection, they would make the affected services uneconomic for our 
carriers. Since our carriei-s are among the most efficient in the world, 
they should be able to meet any foreign rate which is not of a destrac- 
tive nature. 

W^ei believe this "low-rate" problem to be a theoretical, not a real, 
objection to H.R. 465. Fii-st, as Chairman Boyd has said this morn- 
ing, the basic problem for the foreseeable future is not the danger of 
exceasively low rates but of unjustifiably high rates. Tlie unanimity 
rule of IATA tends to protect relatively high-cost carriers and cer- 
tainly to prevent destructively low rates. All the foreign carriei-s 
which fly into the United States under Bermuda-type agreements are 
members of the International Air Transport Association. Since any 
destructive rate cutting could be expected primarily from non-IATA 
carriers, and since, under H.R. 46.) the Civd Aeronautics Board could 
suspend the rates of any carrier not operating under a Bermuda-type 
agreement, there appears to be no genuine threat. 
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Hence, if H.R. 465 were enacted, the Civil Aeronautics Board would 
tlien, and for the first time, be in a position to suspend pennanently any 
destructive rate which might be introduced by carriers not operating 
under a Bermuda-type rate article. 

We have looked at this legislation not only from the standpoint of 
what our bilaterals are today but in the light of possible future devel- 
opments. Once this legislation is enacted, the I'nited States will have 
maximum flexibility to determine which particular rate article, the 
Bermuda-type or the suspension tyi>e, would liest serve the interests 
of the United States in each case. In negotiations with major avia- 
tion countries, whose carriers are members of the International Air 
Transport Association, it would probably lie most advantageous to 
continue the principle of the Bermuda rate article, whereby rates 
would go into effect provisionally )>ending settlement. In the case of 
negotiations with any country whose carrier or carriers have a history 
of destructive rate cutting, it might be better to negotiate an article 
along lines of the suspension tyj>e, which, with H.R. 465, would per- 
mit the United States as well as the other coimti-y to suspend any rate 
which it finds objectionable. 

But both alternatives are essential if the Unite<l States is to be able 
to respond with a flexible and forceful approa<"h to the rapidly chang- 
ing world of aviation affairs. We cannot have this required flexibility 
unless H.R. 465 is enacted. 

I should like also to comment upon the requirement of review and 
approval by the President, pursuant to section 801 of the Federal 
Aviation Act, of any Board order issued under the proposed rate- 
making and suspension authority. This requirement is presently 
incorporated in section 2 of H.R. 465. A Senate amendment to last 
year's administration bill would have substituted simply a requirement 
that the Board report such order to tlie President prior to its 
publication. 

La.st year, the De])artment of State and the Civil Aeronautics Board 
opiwsed that amendment, and we take tliis occasion to renew our op- 
position to any such change in H.R. 465. 

As President Kennedy wrote in his letter to the Secretary of State 
dated June 22,1063, "international aviation policies necessarily affect 
our overall relations with other nations," and are "a vital area of for- 
eign jjolicy." The authority to make or suspend international rates 
is clearly an important aspect of our international aviation policy. 

Virtually all f(H"eign air carriers operating to the United States are 
considered by their governments to l>e instruments of national policy. 
Many foreign airlines are owned in wliole or in ]3ait by their goverit- 
ments. Many others receive direct financial support. Hence, their 
financial vitality is of direct concern to their governments. Actions 
wliich influence airline revenues are subject to direct high-level gov- 
ernmental involvement. Consequently, any substantial controversy 
over air fares inevitably rises to the diplomatic level and spills over 
into areas of broad international political concern, which are the con- 
stitutional responsibility of the President. 

While in some respects, as the Senate Committee on Commerce 
stated in its report (S. Rept. 473, pt. 2; 88th Cong., 1st sess.) rate- 
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making is essentially technical in natui-e, the history of the 1963 dis- 
pute and subsequent International Air Transport Association actions 
show how quickly ''technical" questions expand into broader political 
and economic aspects of foreign policy. The foi-eign ministries of 
several countries have recently l>een involved with the I'.S. Govern- 
ment in aviation problems where economic effects are far less than 
tliat of even a minor ciiange in rates. Tliis being the case, we can 
expect that foi-eign governments will react at the political and <lit)lo- 
matic level in any seriou.s dispute concerning ratemaking action taken 
by the Civil Aeronautics Board. One of the major purposes of IT.R. 
465 is to equip the U.S. Government with effective tools for influencing 
the outcome of government-to-goveriunent consultations over air prob- 
lems. Any action by a l^.S. Government agency or department wiiich 
can lead to international political i-eaction must be subject to the over- 
all policy direction of the President. I should add that in making 
policy decisions relating to international air rate.s, the President would, 
of course, have available the full technical and administrative re- 
sources of the U.S. Government. 

The Senate Conunerce Committee in supporting the amendment 
stated that it "in no way intended to affect the constitutional powers 
of the President in matters affecting tiie conduct of foreign affairs." 
However, despite that intent, we believe that the amendment would 
seriously and advei-sel}- affect these Presidential powers. The amend- 
ment would certainly impinge on tlie President s freedom to conduct 
foreign policy. For example. Mr. Boyd mentioned this morning the 
im|>ortance of Presidential in\olvement on items such as the balance 
of payments. Such an amendment would l)e inconsistent with the 
allocation of powei-s l)etween tlie regnlatoi->' agency and tlie executive 
branch that has l)een traditional in rliis field. 

Putting aside the constitutional issues which this amendment raises, 
we believe it inappropriate to require an independent regulatory agen- 
cy, not under the control of the executive branch, to take full respon- 
sibility for decisions which potentially have impact far beyond its 
area of competence and jurisdiction. Significantly, Mr. Boyd, in his 
testimony, disclaimed any desire on tJie part of the Civil Aeronautics 
Board to assume such responsibility. 

Finally we believe tliat the knowledge that international i-ates are 
insulated from the overall policymaking of the TTnited States and that 
Civil Aeronautics Board ordei-s lack exjilicit approval of the Presi- 
dent would weaken the power and influence of the Ignited States in 
international negotiations eitlier l)y T'.S. earners in the International 
Air Transport Association or at the governmental level. 

In short. Presidential review is essential to our aviation interests, to 
our overall foreign policy interests, and it is consistent with our tra- 
ditional concepts of allocation of powers. 

I should like also to discuss two problems which aro.se in connec- 
tion with our testimony last year. 

The first concerns whether H.R. 465 would require the Board in 
every case to set international rate.s. As we understand, H.R. 465 
imposes no statutory obligation on the Board to open a rate proceed- 
ing. The Board, for example, may find itself generally satisfied with 
the rates set by lATA and, should this be the case, we would not 
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expect the Board to open a rate proceeding. Thus, so long as lATA 
functions in a manner not inconsistent with the public interest, the 
Hoard is neither required to exercise the powers available to it under 
H.ll. 465, nor would it be likely to wish to do so. But if, as in 1963, 
the proposed rates are inconsistent with American public interest, the 
Board may then—altliough still under no statutory obligation—open 
a hearing. And if, after tlie hearing, tiie Board concluded that the 
prevailing rates were, in the words of section 5 of H.R. 465, "unjust 
or unreasonable or unjustly discrhninatory or unduly preferential or 
unduly prejudicial," then and only then would it be required to take 
action. 

In short, the decision to open lie^irings and to take testimony and 
the decision as to whether a rate is just and reasonable all lie witliin 
the Board's administrative discretion. Tlie only i-equirement placed 
on the Board is that it take cwrective action should it find, after liear- 
ings, that the prevailing or pi-oposed rates are unjust, unreasonable, 
or discriminatory and the exercise of this authority would be subject 
to Presidential review. 

An illustration of how the Board could act under II.R. 465 relates 
to transpacific fares. On April 1, I'JW), tlie Board disapproved an 
lATA agreement to raise transpacific fares. That disapproval pro- 
duced an oi>en rate situation which has persisted and which maj' con- 
tinue to i>ei'sist for many years to come. Despite the open rates, trans- 
pacific fares ha^e not been reduced and, as Mr. Boyd has shown, they 
remain extremely high. Furthermore, unlike the transatlantic fares, 
there are no promotional seasonal or excursion fares. While the 
Board has consistently encouraged U.S. carriere to seek these rate 
reductions, encouiagement alone lias not and probably will not pro- 
duc« the desired results. 

If lI.E. 465 were enacted, the Board would have necessary author- 
ity to hold hearings to determine what constituted a just and reason- 
able rat«, and to set that rate. And I should like to emphasize that 
this would be done without any impairment of the present functioning 
of I ATA. 

The second problem which arose last year was whether, if the Board 
were acting under H.R. 465, it could set rates for both U.S. and for- 
eign air carriers or whether H.R. 465 would permit setting rates only 
for U.S. air can-iers. 

The short answer to this question is that proposed H.R. 465 applies 
to botli foreign and American air carriere operating to and from the 
United States. However, in the case of a foreign air carrier operat- 
ing under a Bermuda-type bilateral, the Board cx)uld not enforce its 
order against that carrier. But if the Board set the rate, we would ex- 
pect that its level would be a reflect ion, for the most part, of the greater 
efficiencies of the U.S. international carriers. Thus, the rate set by 
the Board would probably be lower than the rate desired by the for- 
eign carrier. And altliough Bermuda-type rate articles would pre- 
vent our enforcing such an order against particular foreign carriers, 
the force of competition, rather than the Board's directive, would ulti- 
mately compel the foreign carrier to fly at the lower rate. 

I^et me add that the long history of i-esponsible and judicious exer- 
cise of authority by the Civil Aeronautics Board gives us and should 
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give foreign governments complete confirlence that tlie Boai-d would 
neither act in an arbitrary manner nor disregard the legitimate con- 
cerns of foreign governments or the economic requirements of their 
carriers. 

Up to this point my discussion has made no reference to the present 
deep concern over the balance-of-payments problem. Further. I em- 
phasized the need to protect the American traveling public from un- 
economically high rates and the consequent need for effective power to 
control such rates. In view of the belief in some quarters tnat low- 
ered international fares may have adverse balance-of-payments ef- 
fects, a word of clarification may be appropriate. 

First, neither the sliortrun nor longrun effects upon the balance of 
payments of a reasonable decrease in the level of air fares is apparent. 
Lower rates not onlj' encourage more travel by Americans but also 
more travel by foreigners to the United States. 

Further, additional travel tends to expand the market for transport 
aircraft and no manufacturers in the world can build efficient trans- 
ports as well as U.S. manufacturers. Thus, it is by no means clear 
that a general rate reduction would adversely affect the balance-of- 
payments position of the United States. 

Second, whatever the possible effect of an overall reduction in air 
fares might be, there are specific changes in the structure of fares and 
reduction in particular fares which could be advantageous in balance- 
of-payments terms. .Just a week ago, Charles Tillinghast, president 
of Trans World Airlinas, proposed to lATA a differential or direc- 
tional fare which would be lower for transatlantic passengers visiting 
the Unitetl States than for passengei-s visiting Europe. This plan 
was designed, at least in part, to have a favorable impact on the 
U.S. balance of payments. Without prejudging this plan, were we, 
the U.S. Government, to favor such a change in international air fares, 
we would be in a l)etter iwsition to see it adopted if H.R. 465 were in 
effect. 

Consequently, the enactment of H.R. 465 would in no sense be con- 
trary to the Government's balance-of-pavments policies. 

We believe that this bill gives the Civil Aeronautics Board dis- 
cretion constructively to use a power when the use of this power would 
1)6 in the best interests of the public; that is, the interest of the United 
States. 

We believe further that this bill deals axlequately and effectively 
with both the long-run and short-run problems of international air 
fares. Passage of this bill will put the IJ.S. Government on a par for 
the first time with the other major aviation countries—all of whom 
appear to have similar ratemaking and suspension powers under their 
domestic laws. 

It will also strengthen the bargaining position, not only of the U.S. 
carriers in lATA meetings, but also of the U.S. Government in any 
future international air fare controversy. 

The recurring crises that have characterized our international avi- 
ation relations leave no doubt that adequate and timely action by the 
Congress, as proposed in H.R. 465, is essential to the successful achieve- 
ment of the administration's objectives. 
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Mr. PICKLE (presiding). Mr. Ferguson, we thank you for your testi- 
mony. I am sure it will be helpful to the committee. I am wondering 
if you can be here in the morning at 10 o'clock. 

Mr. FERGUSON. Yes, sir. 
Mr. PICKLE. The committee will meet again on this same legislation, 

and I am sure that the members of the committee will want to ask you 
some questions, and possibly later ask Mr. Boyd, the C'hainnan, addi- 
tional questions.   Could you be with us then ? 

Mr. FERGUSON. Yes, sir; I will be liere at 10 in the morning. 
Mr. PICKLE. Thank you. Then tlie committee will adjourn until 10 

o'clock in the morning. 
(Whereupon, at 12:30 p.m., the subcommittee was recessed to be 

reconvenetl at 10 ajii. Thursday, April 29,1965.) 
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THirRSDAY, APBH, 29,  1965 

HOUSE OF REPRESENTATIVES, 
STJBCOMMITTEE ON TIL\N8PORTATION AND AERONAUTICS 

01' THE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to recess, in room 2123, 
Raybum House Office Building, Hon. Samuel N. Friedel presiding. 

Mr. FniEDEL. Tlie committee will come to order.   Today we will 
continue our hearings on foreign air transportation in H.R. 465. 

Yesterday, when we adjourned, Mr. Ferguson, Coordinator for 
International Aviation of the Bureau of Economic Affairs, Depart- 
ment of State, had just finished presenting his prepared testimony^. 
We will resume with Mr. Ferguson this morning and after that we will 
hear from Mr. Clarence D. Martin, Under Secretary of Commerce 
for Transportation, and Mr. Stuart G. Tipton, president of the Air 
Transport Association of America. 

STATEMENT OF ALLEN R. FERGUSON, COORDINATOR FOR INTER- 
NATIONAL AVLA-TION, BUREAU OF ECONOMIC AFFAIRS, DEPART- 
MENT OF STATE; ACCOMPANIED BY ALLAN I. MENDEI50HN, 
OFFICE OF LEGAL ADVISER; AND MICHAEL H. STYLES, AVIATION 
NEGOTIATION DIVISION, DEPARTMENT OF STATE 

Mr. FRDEDEii. Mr. Ferguson, do you have any comments or state- 
ments to add to the testimony which we received yesterday ? 

Mr. FERGUSON. Yes, sir. If I might make minor corrections in my 
testimony of yesterday, I would like to put thent on the record. 

In my original testimony I made a statement that the Civil Aero- 
nautics Board had approved the recent TATA fare agreement. I was 
misinformed. They had not. I am infonned now that they are likely 
to do so in the very near future; in fact, today. 

I would also like to mention, Mr. Friedel, that I have with me this 
morning Allan Mendelsolm, of the Legal Adviser's office. Mr. LOWMI- 
feld, who was here yesterday, is not with me. 

M;r. FRIEDEL. Mr. Ferguson, on page 1 of your testimony you de- 
scribe the primary purpose of H.R. 465 as enabling the U.S. Govern- 
ment to take a far more effective and constructive role in the area of 
inteiTiational air fares. 

My question is this: What agencies or departments of the Govern- 
ment do you have in mind here, and are you relating this comment to 
ratemaking or to international negotiation? 

n 
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Mr. FERGUSON. TO answer the first part of the question, tliis is pri- 
marily and in the first instance the Civil Aeronautics Board but, in its 
processes, I am sure that the Board would take full account of any 
information or advice that other agencies of the Government offered to 
it; and, further, with the Presidential review, there would be specific 
opportunity for any of the interested agencies to advise the President 
on what the appropriate action should be. 

Now, with regard to the question of whether this pertains to rate- 
making or to negotiations, it in a sense applies to both. Have I para- 
phrased your question correctly, sir ? 

Mr. FRIEDEL. Yes. 
Mr. FERGUSON. In a sense, it applies to both because there may very 

well be negotiations, certainly consultations, i^elating to rates and 
fares, but it would apply only, as I see it, to any negotiations that 
might arise out of a fare controversy or a rate controversy. 

Mr. FRIEDEL. I just want to get this for the record. To what gov- 
ernments are you referring when you say that a coalition threatened 
to close their airports, and can you describe the nature and extent of 
these various threats ? 

Mr. FERGUSON. Well, I can do part of that, Mr. Friedel. I can 
indicate to you the governments that were involved. The gov- 
ernments did threaten to take legal action against the individuals rep- 
resenting the U.S. airlines in several of the foreign countries. 

The countries that were involved in this and that composed what 
is referred to as a coalition were the ITnited Kingdom, France, Ger- 
many, Italy, Switzerland, Sweden, Spain, Ireland, Norway and 
Portugal. 

I can give you some detail now on what these countries did and I 
can give you, if you wish, a more detailed statement for the record. 

Mr. FRIEDEL. I think we will take your statement now and save fur- 
ther detail for the record. 

Mr. FERGUSON. Let me give you what I can at the moment then. 
With regard to the United Kingdom, on May 8, 1963, the British 

Ministry of Aviation initiated action to amend TWA's and Pan Am's 
operating authority so as to require them to operate at the Chandler 
fares; that is, the fares opposed by the U.S. Government. 

Pan Am and TVN'^A received telegrams from the Ministry of Avia- 
tion on the 12th of May, stating that failure to comply with your 
operating permit will render "aircraft liable to detention." 

Mr. FRIEDEI^. Liable to what? 
Mr. FERGUSON. Detention. So that, this was a threat to seize the 

aircraft; not precisely to close their airports to our aircraft, but to 
seize the aircraft. 

France: On May 16, 1963, the French Foreign Office advised the 
U.S. airlines—that would again be Pan Am and TWA—that oper- 
ations at pre-Chandler fares would be subject to sanctions. 

With respect to Germany, in letters to the U.S. airlines, dated May 
17.1963, the German Federal Ministrj' of Tran.sport referred to article 
11(F) of the United States-German bilateral air agreement and to 
certain sections of GeiTnan civil aviation law, and stated that, in view 
of the analogous legal situation with that of the United Kingdom and 
Switzerland, the U.S. carriers were instructed to apply immediately 
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the Chandler rates in order to avoid le^al consequences wliich might 
arise out of the nonobservance of these legal provisions. 

Italy: On May 17, Civilavia Inspector General Caruso requested 
Pan Am to apply the Chandler fares as quickly as possible, otherwise 
"Civilavia would have to take measures it would not like to take." 
Civilavia is tJie civil aviation authority in the Italian Government. 

Switzerland: Effective May 1, 1963} the Swiss Federal Air Office 
amended TWA's permit so as to require operations at the Chandler 
fares. TWA was told strictly to observe the instructions and tariffs as 
they had been established by lATA at the Cliandler Conference. The 
Swiss advised TWA that, should TWA not apply such tariffs, the pro- 
cedures in the penal code of the Swiss law of aviation would be exe- 
cuted. 

Mr. FRIEDEL. Let me ask you this question: Wouldn't the United 
States have some means for retaliatory action against these foreign 
airlines? 

Mr. FERGUSON. No, sir; not under the existing bilateral agreements 
and not with the present state of the law. This was carefully ex- 
amined, as I am sure you know, at the time, and it w-as decided that 
there was no effective action that the U.S. Government could tal^e, 
that was within an aviation context in any event. 

Mr. FRIEDEL. YOU may proceed. 
Mr. FERGUSON. Sweden: On May 17, Mr. Soderberg, Swedish CAB 

official, advised the U.S. Embassy in Stockholm that Pan Am had until 
May 20, when its flight from New York arrivexl in Sweden, to com- 
ply with the Swedish instructirais to operate at the Chandler rates. 
If at that time Pan Am still violated these instructions, serious action 
would be taken. 

Spain: On May 24, the Spanish Under Secretary of Foreign Af- 
fairs Cortina advised the U.S. Embassy in Madrid that both U.S. car- 
riers had been informed by note that passengers would be barred from 
embarking or disembarking, effective jioon, May 27, unless they could 
prove that they had charged the Chandler fares. 

Ireland: On May 21, the Irish Minister for Transport and Power 
advised Pan Am and TWA that he had been empowered by the Gov- 
ernment of Ireland to make an order providing for tJie control of air 
fares for the transport of passengers or goods to and from Ireland. He 
further advised tliat he proposed to use this power, if necessary, to in- 
sure that the Chandler larps wer^ put into effect and that the penalty 
for failure to comply is set out in sections 13 and 16 of the Irish Air 
Navigation and Transportation Act. of 1946. Section 13 provides for 
ppnaUies, and section 16 provides fqr detention of aircraft. 

Norway: On May 20, the {Norwegian Civil Aviation Inspector in- 
formed Pan Am that if Pan Am did not charge the Cln^ndler fares im- 
mediately its operating concession would be suspended in Norway. 

Portugal: On May 10, the Portugiiie.$e Director General of Civil 
Aviation advised TWA by letter that if American companies were not 
in a position to apply the Chandler tariffs, the Portuguese Govern- 
ment would be forced to suspend the arrivals and departures of pas- 
sengers whose tickets were not in accordance with the Cliandler fare 
resolution. 
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These are the highlights at least of the actions by 10 European gov- 
ernments. 

(The following additional information was submitted for the 
record:) 

STATEMENT or THE DEPARTMENT OF STATE OUTLININO THE SPECIFIC FOEEION 
<JouNTBi£8 WHICH THBEATENEO TO JSUSPEMO THE OpsaATioNS OF V.H.  AIB 
CA1UUE38   Dl'RINO   THB   NORTH   ATLANTIC   &ATE   DISPUTE   OF   MAY   1963 

UNITED  KINGDOM 

The British Ministry of Aviatiou. on May 8, initiated action to amend TW'A's 
and PAA's operating authority so as to require them to operate at the Chandler 
fares. PAA and TWA received telegrams from the Ministry of Aviation, dated 
May 12, stating that falMre to comply with your operating permit will render 
"aircraft liable to detention." 
, The British Government handed the U.S. Government an aide memoire on 
May 11. It stated that the Ministry of Aviation was shocked by the actions 
of the U.S. airlines; and that if diplomatic representations were unsuccessful, 
drastic action would be required. 

FRANCE 

On May 16, 1963, the French Foreign Office advised the U.S. airlines that 
operation.«? at pre-Chandler fares would be subject to sanctions. The French 
were nnable or unwilling to explain to our civil air attach^ during a conversa- 
tion on May 17 what specific sanctions were intended. A French aviation of- 
ficial during a later conversation advised that he objected to the uae of the term 
"sanction." He stated that he had no power to punish U.S. airlines, but that 
operations contrary to French relations would not be permitted. 

•        I .     . OERU ANT 

' In letters to U.S. airlines, dated May 17, 1963, the German BVderal Ministry 
of Transport referred to article 11(F) of the United States-German, bilateral 
air agreement and to certain sections of German civil aviation .law. The 
letters stated that in \iew of an analogous legal situation with that of the 
United Kingdom and Switzerland, the U.S. carriers were Instructed to ap- 
ply Immediately the Chandler rates in order to avoid legal consequences which 
blight arise out of nonobservance of these legal provisions. 

ITALY 

Clvllavia Inspector General Caruso, on May 17, requested PAA to apply 
Chandler fares as quickly as possible, otherwise "Clvllavia would have to take 
measures it would rather not take." The specific measures were not clarified. 
Caruso informed PAA, on May 18, that if Chandler rates were not put into effect, 
Clvllavia would be compelled to prevent PAA flights from departing Rome. 

The U.S. Embassy in Rome received a note verbale from the Italian Foreign 
Office on May 22, advising that effective May 23, TWA and PAA, were re<]^ie8ted 
to ojjerate at the Chandler rates and that In case of noncompllance, "conse- 
quent measures" would be taken. 

The U.S. Ehnbassy subsequently advised the Department of State that the 
Italians had made a decision to "ground" U.S. carriers as of May 25 unless the 
Chandler fares were applied. 

SWITZERLAND 

Effective May 1, 1963, the Swiss Federal Air Office amended TWA's permit 
so as to require operations at the Chandler fares. TWA was told to strictly ob- 
serve the Instructions and tariffs as they had been established by lATA at the 
Chandler Conference. The Swiss advised TWA that should TWA not apply such 
tariffs, the procedures in the penal code of the Swiss Law of Aviation would 
be executed. 
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SWEDEN     ' 

On May 17, Mr.. Soderberg, Swedish CAB official, advised the U.S. Embassy 
in Stockholm that PAA had until May 20, when its flight from New York arrived 
in Sweden, to comply with Swedish instructions to oi»erate at the Chandler rates. 
If at that time PAA still violated these instnictions, serious action would be 
taken. 

SPAIW 

On May 24, Spani.sh T'nder Secretary of Foreign Aflfairs Cortina advised the 
U.S. Embassy in Madrid that both U.S. carriers had been informed by note that 
pas.senger8 wonld be barred from embarking or debarking effective noon May 27 
unless they could prove that they Tiad charged the Chandler fares. Cortina con- 
cluded that the Government of Spain was convinced that it had every legal right 
to exact the new fares in Spain, Just as the U.S. Government had the right to 
regulate fares in the United States. 

On May 21, the Irish Minister for Trnn.siKirt and Tower advised PAA and 
TWA that he had been empowered by the Government of Ireland to make an 
order providing for the control of air fares for the transport of passengers or 
goods to and from Ireland. He further advL-sed that he projwsed to n.se this 
power, if neces.sary, to insure that the Chandler fares were put into effect and 
that the penalty for failure to comply is set out in sections 13 and 16 of the Irish 
Air Navigation and Transportation Act of 194(5. 

(Section 13 provides for jjenalties, and section 16 iirovldes for detention of 
aircraft.) 

NOBWAY ... 

On May 20, the Norwegian Civil Aviation Inspector Informed PAA that if PAA 
did not charge the Chandler fares immediately its ojjeratlng concession would be 
8Vist)ended In Norway. A Norwegian Foreign Office official told our Embassy in 
Oalo that Norway thus far had been patient but that it had watched other coun- 
tries which had taken hard attitudes and had obtained the desired results. He 
was unable or unwilling to give our Embassy as-tiurances that Norway would not 
similarly act against PAA. 

PORTUGAL 

On May 10, the Portuguese Director General of Civil Aviation ndvLised TWX by 
letter that if American companies were not in a position to apply the Chandler 
tariffs, the Portuguese Government would be forced to siispend the arrivals and 
departures of passengers whose tickets were not in accordance with the Chandler 
fare resolutions. 

On May 13, TWA's Washington office received n message from its IJsbon office 
advising that if American carriers did not comply with the Chandler fares within 
24 to 48 hours, the passengers aboard these aircraft woidd not be allowed to em- 
bark or disembark at Portuguese airports. 

Mr. FRIEDEL. On pajre 4, can you tell ns more alxjut the fare struc- 
ture which both the (^AIJ and the State I)ei)artnient would have pre- 
feiTed and liow was that preference determine<l < 

Mr. FERGUSON. Yes, sir. Mr. Boyd testified yesterday that the Civil 
Aeronautics Board had strongly urged the carriers to introduce a sub- 
stantial reduction in the Pacific fares and the Department concurred 
with that. 

With regard to Xorth Atlantic fares, and if you would excuse me 
for a moment, I will see if I can find it precisely, there wereanumlier 
of minor, more or less, changes in the North Atlantic fares tiiat the 
Board suggested; first of all, the extension of the 14- to 21-day ex- 
cureion fares through the summer montks without interruption, other 
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than on weekends. As you know, the excursion fares do not now 
operate; they are not available throughout the summer months. 

The second adjustment suggested by the Board was that the normal 
pejik economy fares should be applicable in a shorter period, a period 
of 6 to 7 weeks at most. 

The economy fares as applicable in the North Atlantic last year 
and applicable this year under the proposed fare agreement are at 
two levels.   There is an ofF-season level and an on-season level. 

The on-season level applies for 10 weeks and is, if I remember cor- 
rectly, about $50 higher tor a New York to London ticket. So that, 
during the 10 weeks of peak travel from the United States to Europe, 
the traveler pays, as I say, about $50 more than in the off-peak season 
and, during the peak 10 weeks of travel from Europe to the United 
States, there is similarly a $50 premium. 

It wiis the Board's position, in which we concurred, that the 10-week 
period was longer than necessary, so that this period of application 
of the higher rate should be reduced to 6 or 7 weeks. 

Those are the major things, Mr. Chairman. There is also a sug- 
gestion that the excursion fares should be applied during the winter 
months.   I think those three were the major structural adjustments. 

Mr. FRIEDEL. I have questions that I will submit to you in writing 
for the record. 

Mr. FERGUSON. All right. 
(The questions referred to, and answers thereto, follow:) 

HOUSE or REPKESENTATIVES, 
Waskinffton, D.C., May 4, 19G5. 

Mr. ALUSN R. FERGUSON, 
Coordinator for International Aviation, 
Department' of State, 
Washinjfton, D.C. 

DEAR MB. FEBOU80!» : Last week when you appeared before the Subcommittee 
on Transiwrtation and Aeronautics I indicated that I would transmit additional 
questions whicii I have concerning your prepared testimony on international 
air fares.   Those questions follow : 

(1) On page 3, you raise the possibility of European governments joining 
together to deny landing rights to carriers offering in-flight entertainment. What 
indications or communications have been received by any representative of the 
U.S. Government to this effect? 

(2) Also on page 3: When you speak of possible surcharges you state that 
the U.S. Government could again l>e powerless to defeiKl our interests. Do you 
mean the Government including the Chief Executive, the State Departments or 
the CAB, or just what segment of the U.S. Government do you have In mind? 

(3) It is understood that the CAB denies that it has effective power under 
Us present statute. Does the State Deimrtment al.so deny that It is without 
effective i>ower to meet problems such as arose after the Chandler agreement, 
and what is ymir position as to the Chief Executive on this subject? 

(4) On page 8 of your testimony, as I read it, you seem to have more con- 
fidence in the support offered by U.S. carriers for lower rates than Mr. Boyd 
has. Have our carriers been actively engaged in seeking lower rates either in 
transatlantic or transiwciflc services, and If they are generally interested in 
lower rates, why is It that yon cannot gain their support for legrislation which 
the State Department and the CAB espouse as providing the necessary tools 
to effect lower rat#s? 

(5) In ymir discuSv^ion of a suspension bill, on page f) of your testimony, do 
I understand that this would be some improvement since you say that we would 
not be much better off than we were in 1963. and since you al.so .say that a dead- 
lock would be possible whereas I understood Mr. Boyd, the U.S. position was 
something short of a participant in a deadlock? 
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(6) Yon describe Presidential review as essential to our aviation lnter««t8 
(on p. 14) as well as our overall foreign policy interests, and state that such 
review is consistent with our traditional concept of allocation of powers. I 
assume that you are speaking only of international aviation and, further, if I 
assume that your statement is correct, doesn't this set international aviation 
completely apart from domestic aviation interests, and, therefore even If com- 
parable ratemaking words are chosen, would the CAB or the U.S. Government 
have comparable powers? 

(7) In the domestic field, isn't the ultimate review in the courts? Under 
H.R. 465, wouldn't the ultimate review be in the Executive? If so, is this 
comparability? 

(8) On page 15, it api)ear8 that you construe the Board's powers under H.R. 
465 as di-scretionary whether or not proposed rates are inconsistent with Amer- 
ican poblic interest. If deemed Inconsistent with the public Interest by the 
Board, would not the Board have a duty to step in? 

(9) With reference to your testimony on page 17, at the top of the page, 
you state tJiat H.R. 46.'> applies to both foreign and American carriers insofar 
as rate setting is concerne<l. It appears that in this Instance you are claiming 
more power for the Board than It Is claiming for Itself in that Mr. Boyd has 
speclflcally disavowed any unilateral power over foreign air carrier under 
H.R. 465. Further on that page, you discuss the Bermuda-type bilateral. 
Would you tell us the original purpo.se behind the Bermuda agreement? Was 
that purpose related to establishing a floor .so that participating carriers would 
not undercut each other with uneconomic rates? 

(10) Both last year and in the testimony this year there has been consider- 
able discussion of powers which other countries have paramount to powers 
which the United Stat*a has. Mr. Boyd stated that the United Kingdom had 
at least Ipse dixit powers. Earlier I had the understanding that the United 
Kingdom and the other nations with whom we had dllBcultles over the Chandler 
agreement had sjjecific i>owers which we lack.   Can you clarify this subject? 

Tour prompt response to the foregoing questions will be appreciated. 
Sincerely yours, 

SAMTTBI, N. FBIBDEI, 
Member of Congre»». 

DEPARTMENT OF STATE, 
WtuMnffton. May 2i, 1965. 

Hon. SAMTTEL N. FRIEDEL, 
House of Representatives. 

DEAR CONGRESSMAN PBIEDEL: This is In reply to your letter of May 4, 1965, 
addressed to Mr. Allen R. Ferguson, In which you posed several questions relat- 
ing to H.R. 465. We appreciate this opportunity to reply to your questions and 
I should like to frame our replies in the same numerical order in which you 
posed your questions. 

(1) You asked whether any representative of the U.S. Government has thus 
far received any communications from foreign governments Indicating that they 
might deny landing rights to U.S. carriers offering in-flight entertainment. 
Unlike the situation in 1963, which Mr. Fergu.son discussed in some 
detail during his recent testimony, no foreign government has as yet 
ofllcially or formally notified any representative of the U.S. Government 
that it was Intending to take such action. Of course, such a threat or Indica- 
tion at this time would be anticipatory and untimely, particularly considering, 
first, that the CAB has not yet even commenced its formal consideration of the 
In-flight entertainment issue, and, second, that under the agreement TWA is 
permitted. In any case, to continue in-flight entertainment until August 31. In 
Mr. Ferguson's testimony on page 3, he stated simply that certain foreign govern- 
ments "might" once again take this action. He also posed alternative less- 
drastic courses of action which those governments might take. These possibil- 
ities were based, to a large extent, on reports made informally to both the 
Department of State and the CAB by the U.S. carrier representatives, follow- 
ing several re<wnt lATA meetings. We understand that these reports were 
ba.sed not only upon the experience of the 19«J3 dispute but also on the con- 
versations and discussions which the U.S. carrier representatives had with the 
representatives of several foreign carriers during those meetings. 
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In its brief to the Board on the in-flight entertainment issue, TWA stated that 
"even if the lATA resolutions banning in-flight visual entertainment were not 
approved by the Board, there are strong indications that certain governments 
would take action individually to ban or to cripple in-fllght entertainment." 
TWA also stated that "in various ways It has been made clear to TWA that it 
is the firm intention of certain of the foreign governments to impose limita- 
tions snch as mandatory heavy fare surcharges or outright prohibition of movie 
flights with the result that even if the Board does not approve the agreements 
banning movies, it is unlikely that such entertainment would, as a practical 
matter, continue to be feasible." 

Both the Department of State and the CAB continue to believe that foreign 
governments might and could implement one or more of these possible courses 
of action and that, absent enactment of H.R. 46(5. the U.S. Government could 
again, as it was in 1963, be powerless to defend U.S. interests or to act effectively 
on behalf of the U.S. carriers. 

(2) In connection with po.«slble surcharges, you asked which, if any, segments 
of the U.S. Government would be powerless to defend U.S. interests. The short 
answer is that in a case of tliis nature no segment of the U.S. Government 
would be empowered to act in any way other than to request consultations 
followed perhaps by arbitration. Neither the CAB nor the Department of 
State nor the President would have the effective authority under present Federal 
law, either to retaliate against foreign carriers or to compel foreign governments 
to continue permitting TWA simply to land or to continue permitting it to land 
without surcharges. This is exactly the legal situation which the U.S. Govern- 
ment was tn during the 1963 dispute. The CAB and the Dei>artment of State 
concluded then, and continue to believe today, that as a matter of law there is 
no statutory authority in an instance of this type either for the CAB or for the 
President to susi)end effectively and inmiediately the operations of foreign 
carriers as a form of retaliation or to compel foreign governments to accept TWA 
under our conditions. It is precisely for this reason that the administration has 
urgently requested prompt enactment of H.R. 465. Only with this legislation 
could the CAB and the executive branch be emi>owered properly and adequately 
to defend U.S. interests and the interests of U.S. carriers. 

(3) I think I have answered this question in my reply to your previous ques- 
tion. While it might seem odd that the President would have no special execu- 
tive powers in a case of this tyi)e, such an absence of power is not only con- 
templated in the U.S. Constitution, but it is expressly provided. As the Supreme 
Court stated in Youngstoicn Sheet rf Tuhe Co. v. Sawyer (343 U.S. 579, 587-58S) 
when decided that the Executive lacked power to take possession of steel mills 
even in order to avoid what President Truman considered to be a situation 
Jeopardizing the national defense: 

"Nor can the seizure order be sustained because of the several (toustltutional 
provisions that grant executive power to the President. In the framework of 
our Constitution, the President's power to see that the laws are faithfully exe- 
cuted refutes the idea that he is to be a lawmaker. The Constitution limits his 
functions in the lawmaking process to the recommending of laws he thinks wise 
and the vetoing of laws he thinks bad. And the Constitution is neither silent 
nor equivocal about who shall make laws which the President is to execute. 
The first 8e<'tlon of the first article says that 'All legislative powers herein 
granted shall be vested in a Congress of the United States • • •.' After grant- 
ing many powers to the Congress, article I goes on to provide that Congress may 
'make all laws which shall be necessary and projier for carrying into execution 
the foregoing power.s, and all other powers vested by this Constitution in the 
Government of the Unit<»d States, or in any Department or Ofllcer thereof." 

While it is clear that certain circumstances, for example, war. iMsrmit and 
warrant greater exercises of Executive authority, such is not the case with the 
problems to which H.R 465 is directed. These problems are more closely analo- 
gous to those in the Younpstoicn Sheet situation where the President had no 
legislative authorization for his actions. 

(4) I believe that Mr. Boyd and Mr. Ferguson share an almost identical 
opinion with respect to their confidence in the U.S. carriers. As Mr. Boyd stated 
in his testimony, and as we agree. Pan American has on many occasions sojight 
to reduce rates on the North Atlantic. But neither Pan American nor North- 
west has, in our view, made a sufficient effort to reduce rates across the Pacific. 
And as both Mr. Boyd and Mr. Ferguson testified, the current rates across the 
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Pacific are extremely high. In addition, the U.S. carriers, even If they favor 
lower rates, are frequently unable to succeed in putting these rates into effect, 
(Irst, because of the unanimity rule of lATA and, second, because the foreign 
carriers know that the U.S. Government can only approve or disapprove an lATA 
agreement but cannot set rates. The foreign carriers can. therefore, defeat or 
seriously water down U.S. carrier proposals almost with complete impunity. 

As for your question why the U.S. carriers, assuming they favor lower rates, 
do not favor and support the legislation, it is our view that the carriers, like 
most other industries faced with possible regulation, would prefer to be un- 
regulated. As Chairman Boyd said in his testimony, the carriers' fears and 
objections "are largely based on their desire to be free of Government regula- 
tion of their rates." There are. of course, situations like that in the Facitic 
today, where the Government does not believe that U.S. carriers are seriously 
seeking to reduce rates. In such a situation, the carriers' reaction to the legisla- 
tion is more readily understandable. But in those instances where our carriers 
Ixave seriously sought to reduce rates, we believe that enactment of H.R. 405 
will place them in a far more efCectlve position within lATA to obtain these 
reductions. F^irthermore. if our carriers should still be unable to suece<>d within 
lATA, then H.R. 46.5 would permits the U.S. Government, in cooi>eration with our 
carriers, to take steps to assure that the lower rates are put Into effect. 

('>) You aske<l whether enactment of the so-called suspension bill, which was 
introduced by the Air Transport Association last year, would represent some 
improvement over the present situation. A suspension bill would empower the 
U.S. Government to suspend the rates and possibly even the operations of 
foreign carriers that continued to operate at disapproved rates. As such, it does 
represent an improvement in a sense. However, mutual or reciprocal suspen- 
sions between the United States and foreign governments would produi'e only 
a diplomatic deadlock without any as.surance that resolutions of the deadlock 
would necessarily result in any improvements in the fares much less the precise 
adjustments desired by the U.S. Government or carriers. 

(6) In describing Presidential review of international aviation matters as 
essential U> our aviation interests as well as our foreign jwlicy interests, Mr. 
Ferguson wils In fact referring exprtwsly to the well-established congressional 
mandate oji precisely this point. In section HOI of the Fe<lenil Aviation Act. Con- 
gress decided, as early as the original Civil Aeronautics Act of 1!>38, that ques- 
tions involving the operations of foreign air carriers to. from, and through the 
Unite<l States, as well as the operations of I'.S. air carriers in overseas and 
foreign air transportation, should be subject to Presidential review and approval. 
Ctmgre.ss legislated in this manner because it recognized that the field of inter- 
national air transportation necessarily invloves determinations of both a quasi- 
legislative and executive character. As the Supreme Court said in Chicaffo <t 
Soathvm Airlitio v. WatemMn fitcaiMhip Co. (333 U.S. im. 110). '•Legislati\'e 
and Exe<-ntive jxrwers are p(H>led ob^iously to the end that commercial strategic 
and diplomatic interests of the country may be coordinated and advanced without 
collision or deadlock between agencies." As was shown dramatically in the 
lft63 transatlantic rate dispute, international rate questions have the potential 
of rising very quickly to major diplomatic and iKtiitical issues. They .should 
accordingly be subject to se<'tion HOI Presidential review, just as are other 
matters affecting international air transportation. 

With respect to that part of your question relating to comparability, I should 
like to treat this separately in the next reply. 

(7) While it Is tnie that the re<iulrement of Presidential review applies only 
to Board decisions which liave an international effect, it does not follow that the 
Civil Aeronautics Board would not have "•comparable" jjowers under H.R. 405 
for puri>oses of conversion to clause (e) of the typical Bermuda-type agreement. 
Clau.se (e) provides in pertinent part that: 

"In the event that power Is conferred by law upon the aeronautical authorities 
of the Unite<l States to fix fair and economic rates for the transport of persfms 
and [iroperty b.v air on international services and to su.spend proix>sed rates in 
a manner comparable to that In which the Civil Aeronautics Board at present Is 
emjiowered to act with respect to such rates for the transport of persons and 
property by air within the Unlte<l States • • • etc." 

This clause, by not requiring identical but only "comparable" powers, clearly 
Implieo that some differences between domestic and international powers are 
to he expected. 
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In the view of the Department of State, H.R. 465 would confer on the Board 
ratemaking and suspension jwwers entirely comparable, within the meaning of 
the bllaterals, to the powers which the Board presently has with respect to 
domestic air transportation. While admittedly there would be some diflferences 
in the execution of the powers, for example, in the scope and method of review, 
the parties that would appear before the Board, and even the ultimate en- 
forceability of the order, these differences do not, in our view, render the ix>wer8 
uncomiiarable. In a Department letter of July 26, 1963, to Chairman Harris, 
we analyzed in detail precisely why the powers are comparable. We concluded 
in that letter that the powers conferred by H.R. 6400 (now H.K. 46,5) met tbe 
comparability criterion "in every relevant respect." We reach the identical 
conclusion ttnlay. 

Of course, the interpretation of our international commitments is. in the first 
instance, the function of the Department of State; and we would be prepared 
to advise all countries with which we have Bermuda-type agreements that we 
considered, as of the enactment of H.R. 465, that clause (e) was in effect. 

(8) You asked whether the Board would be required to act under H.R. 465 if 
they deemed certain rates or proposed rates to be incousisteut with the public 
interest. The answer to this question is "Yes." However, the Board could only 
reach this conclusion after a full hearing on the particular rate or rates. In other 
words, as Mr. Ferguson testifitnl on pages 15 and 16, the Board is under no 
obligation to open a hearing under H.R. 465; nor is it under any obligation to 
conclude tliat a particular rate or proposed rate is unreasonable or unjust. But 
once it does conclude that a .particular rate or rates is unreasonable or unjust, 
then, as you point out, it would be under an obligation to hike corrective action. 
Even at this point, however, the Board's decision would still be subject to Pressi- 
dential review for purixwes of judging the decision in the light of broader na- 
tional interest considerations. 

(9) You asked whether Mr. Ferguson, in his testimony, claimed more power 
for the Board In applying H.R. 465 to foreign air carriers than Chairman Boyd 
claimed in his testimony. Since receiving your letter we have again discussed 
this question with the Board, and we find that our views are identical. Any rate 
hearing under H.R. 465 would be oi>en to both foreign and domestic carriers, 
and both would be equally able to participate and submit evidence and testi- 
mony in accordance with appropriate administrative procedure. Once a rate 
order is issued, however, it could not, as Mr. Ferguson testified on page 17, be 
enforced against foreign air carriers operating pursuant to agreements con- 
taining Bermuda-type rate articles. Of course, we could consult about the rate, 
and we could even demand arbitration in the event consultations failed to achieve 
acceptance of our rate. If we succeeded In the arbitration and if the countries 
had agreed in advance that the results of the arbitration would be binding, we 
could enforce the rate by this means. But pending final settlement through the 
consultation or the arbitration, it would be the force of competition, rather than 
the Board's order, which would compel the foreign carriers to charge the lower 
rates ordered by the Board. We would, of course, expect that these rates would 
be in the Interests of the U.S. carriers and travelers. With respect to foreign 
carriers not operating pursuant to agreements containing the Bermuda-type rate 
article, the Board and the Department are both in agreement that a Board order 
under H.R. 465 would apply equally and be equally enforcible upon foreign and 
U.S. carriers oiwrating on the route to which the Board's new rate was applicable. 

You also asked about the original puriwse behind the Bermuda-tyjie bilateral 
agreement. It dates back to January 1!>46 when delegations from the United 
States and the United Kingdom met at Bermuda in order to negotiate a postwar 
air transport agreement. The agreement which finally emerged represented a 
compromise between the divergent views of tlie United States and the United 
Kingdom on both the questions of rates and predetermination of passenger capac- 
ity.  The compromise came to be known as the Bermuda forumla. 

With regard to the question of predetermination, the British Government 
agreed, for the most part, with the U.S. view that it would be for individual car- 
rier managements to determine, in the first instance, the fretiuency of schedules, 
tyjje of equipment, and type of service to be provided, subject only to ex post facto 
governmental review in the light of experience. With regard to the question of 
rates, the United States agreed, for the most part, with the BriUsh view that 
until such time as the CAB had power to fix rates, either Government could sus- 
pend the rates of the carriers of the other Government.   The British position at 



INTERNATIONAL  AIR   FARES 71, 

that time was based on Its fear that absent U.S. Government control, the U.S. 
carriers, which were at that time already actively engaged in worldwide inter- 
national operations, could charge unfairly low rates, thus making it uneconomic 
for the carriers of the other countries to initiate and operate competing services. 
The British (Tovernment, accordingly, insisted on suspension powers until such 
time as the U.S. Government could exercise control over U.S. carrier rates. 
Being confident that the U.S. Government would prevent unfair price cutting in 
accordance with our long established regulatory policies, the British Government 
obtained the agreement of the U.S. Government, first, that the U.S. Government 
would "use its best efforts to secure legislation" emjwwering the Board to fix and 
suspend rates in international air transportation (annex to Bermuda Agreement, 
art. IKj)), and second, that when the Board did have these powers, the rates 
charged by the carriers of each country wouid go into effect provisionally even 
over the objection of the other country (annex, art. 11(e)). 

In a direct sense, therefore, enactment of H.R. 4(i.5 would fulfill the agreement 
which the U.S. Government made with the British Government 20 years ago. It 
would also, as we have said on several occasions, pave the way for more reason- 
able rates in international air transportation and for the avoidance of acrimo- 
nious diplomatic disputes and deadlocks such as occurred during the 19()3 North 
Atlantic rate dispute. 

(10) In your final question, you asked which countries have jiowers greater 
than the powers which the U.S. Government has today. This question is appar- 
ently prompted by Mr. Tipton's allegation that only four other countries (Canada, 
Saudi Arabia, Formosa, and the Philippines) have powers comparable to those 
in H.R. 465. 

On May 14, 1965, the Board addressed a letter to Chairman Staggers which 
included a lengthy analysis of the ratemaking and suspension jwwers of foreign 
governments. After examining the laws of some 58 countries, the Board con- 
cluded that 49 have powers in excess of those existing in the U.S. Government 
today. Only 9 of the 58 countries examined are in the same position as the 
United States, and no one of these 9 countries (Burma, Finland, Hong Kong, 
Indonesia, Lebanon, Liberia. Nigeria, United Arab Republic, Vietnam) oper- 
ates transatlantic or transpacific services. 

Of course, with different constitutional systems and different means of statu- 
tory and common law Interpretation, foreign countries may well not require the 
specific and detailed type of statutory authorization such as is required by an 
agency of the U.S. Government if it Is to exercise ratemaking and suspension 
powers in international air transportation. Perhaps this is what Mr. Tlpton 
means when he suggests that there are only four other countries having com- 
parable iepislatlon. Wliat he failed to say, however, is that every major aviation 
nation, and many minor ones as well, claims to have these powers. And as the 
196.3 rat« dispute showed, virtually every European country was prepared to use 
sanctions, including criminal penalties, to enforce operations by U.S. carriers at 
rates acceptable to these countries. 

Last year, in concluding our testimony, we requested enactment of this legisla- 
tion in order to "put us on a par with the other major aviation coimtries all of 
which appear to have similar ratemaking and susjiension authority, and {wrmit 
ns to defend U.S. aviation Interests in our discussions and negotiations with 
them." 

We renew that request with equal urgency today. 
Sincerely yours, 

DOUGLAS MAC.4.BTHUR II, 
Assistant Secretary for Congressional Relations. 

Mr. FRIEDEL. Mr. Callaway? 
Mr. CALLAWAY. Tliank you, Mr. Chainnan. 
Mr. Ferguson, I understand that last year there was te.stimony on 

this subject that, if this bill or a similar bill were passexi, the CAB 
would have mandatory jurisdiction over these rates, and I understand 
that now you feel that this would only be discretionary; is that correct? 

Mr. FERGUSON. The latter is correct. I believe we held this view 
last year too, Mr. Callaway. 
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Mr. CALLAWAT. I heard otherwise, but you definitely feel now that 
it would be discretionary with the CAB ? 

Mr. FERGUSON. Yes. 
Mr. CALLAWAY. And you feel, as Mr. Boyd did, that lATA would 

still operate in the great majority of cases and only where the lATA 
rates were not deem^ satisfactory to the CAB would the CAB step in ? 

Mr. FERGUSON. That is right. The fii-st part is right, we would 
expect lATA to operate normally in most cases, and the Board would 
step in if lATA-agreed rates were not satisfactory. 

Also the Board or the U.S. Government might very well step in in 
the event that lATA had reached no agreement. 

Mr. CALLAWAY. DO Ave find ourselves in about the same situation 
tlrat the U.S. carriers found themselves in? "Wliat happens if the 
lATA rates are not considered satisfactory to the CABf Does the 
CAB Chen issue some kind of niling and some kind of ratemaking un- 
der its authority under this bill which would apply to all domestic 
and foreign carriers landing in the airports of this country, and then 
we find the situation wiiere, if they do not abide by our rules, we are 
detaining their aircraft and getting into the ssime kind of situation 
again ? 

Mr. FERGUSON. Well, we didn't detain their aircraft last time, in the 
1963 dispute. 

Mr. CALLAWAY. Excuse me.   You say we did not last time? 
Mr. FERGUSON. We did not detain any foreign aircraft or threaten 

to detain any foreign aircraft. 
Mr. CALLAWAY. The last time this detention would have been in 

retaliation for something they were doing to our aircraft. 
Mr. FERGUSON. If there were any, yes. 
Mr. CALLAWAY. This time I am speaking of a rule put down by the 

CAB liaving to do with rates, where the foreign governments might 
take the position that they were not going to abide by it. They would 
actually then he landing aircraft at our fields in defiance of our rate- 
making Board, in which case it is a little different from retaliation. 

Mr. FERGUSON. Yes, sir; but what methods the Board would use to 
enforce this I am not really qualified to say. • 

Mr. CALL^VWAY. But you feel that they would use some method, 
whether it would be not allowing the passengers to disembark or any 
of thevse methods you heard about ? 

Mr. FERGUSON. Certainly they would have the power to enforce the 
rule. Tlie foreign carriers would l)e operating illegally lK>th in terms 
of our law and under our intergovernmental agreements. 

Mr. CALL.\WAY. After all, this has worked pretty well in tiie past. 
Tiiere may have been one or two major problems but, basically, I ATA 
has worked well and smoothly. Do you anticipate that, if this were 
done and the CAB were requiring these rates, we would have a lot of 
problems along this line? 

Mr. FERGUSON. Well, I think that, if the C.\B were to act on this 
unreasonably, certainly we would, but the Board has a very good his- 
tory of careful and responsible actions and I would not expect any 
.sequence, any series of serious problems as a consequence of any un- 
reasonable actions by the Board. 
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I Mr. CALXAWAT. I think most of us felt that the CAB was acting 
very reasonaibly last time in trying to get lowei* rates and we had a 
pretty good flareup.  So it certainly can happen. 

Mr. FERGUSON. It can happen, certainly, and, if it does happen, of 
course, two things are to be said. One is that, if it happens imaer the 
new law that is proposed here, our Board has real autliority to set i-ates 
and, as a consec^uence of that, our Government has a much stronger 
negotiatory position. 

Furthermore, if the Board sets i-ates for the U.S. carriers or for all 
carriers it clearly has ample power with reeard to the U.S. carriers, 
and it would be the lower rates, the presumably lower rates, set by the 
Civil Aeronautics Board and used by American carriers which would 
prevail simply as a consequence of the forces of competition. 

It would almost certainly not be necessary to go into any legal en- 
forcement procedures. The economic enforcement would be quite ade- 
quate, I suspect. 

Mr, CAI>LAWAY. Thank you. In your testimony, you seem to have 
more faith in the U.S. carrier's to want to get lower rates than Mr, 
Boyd did. He did not seem quite as convinced of this. Believing this, 
that the U.S. carriers want lower rates, why do you suppose it is that 
you are not able to win them over to support this bill ? 

Mr. FERGUSON. Well. I can't verj' well speculate about what the 
reasons for their opposition are. I think Mr. Boyd emphasized that 
thev are opposed to having any additional Government regulation, 
and there is some concern about whether they are always interested in 
rate reductions that would be deemed by the Board to be in the public 
interest. 

Mr. CAIXAWAY. Yes. We have not heard much on tliis, but I would 
suspect that there are many people who feel very stron^^ly tliat, through 
the competitive system, you can arrive at rates a whole lot tetter than 
you can through a control system, and this might be one of their rea- 
sons even if they did want to get the rates lowered. 

Mr. FERGUSON. Of course, there is not any real price competitiOTi in 
the North Atlantic or anywhere else. The rates are not set competi- 
tively. They are set by negotiation among tlie carriers in the lATA 
conferences and, certainly, we have had a number of cases in which 
those rates set tliat way have not at all been what were felt to be in 
the U.S. intereiit and, in some cases, not in the interests of the U.S. 
carriers" announced position. 

Mr. CA1.LAWAY. Tnank you, Mr. Chairman. 
Mr. FRIEDEL. Mr. Devine? 
Mr. DE\INE. Mr. Ferguson, in your prepared statement and testi- 

mony you seemed to, from time to time, equate the powers of the CAB 
with' various foreign governments. Now, I think tliat is probably not 
an accurate premise because I think there are other divisions of the 
U.S. Government that may have something to say in this general ai-ea, 
such as t lie Department of State. 

I think the CAB is not the only authority involved here, is that not 
correct ? 

Mr. FraousoN. The CAB is not the onlv authority. It would be the 
authority in the first instance but it woulcf, I am sure, take full account 
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of representations made by other agencies, such as the Department of 
State, and then, in the process of the Presidential review, there would 
be a full opportunity for other executive agencies and depailnients to 
advise the President. 

Mr. DE^^NE. Yes. I just felt the record should be made clear on 
this, that the CAB is only one portion or one division of the U.S. 
Government as compared with the others that you referred to as a 
unit in foreign governments. 

Mr. FERGUSON. Yes, sir. That is correct. The aviation authorities 
and offices in the foreign governments would be likely to get involved 
in many of these problems too. 

Mr. DEVINE. I have no further questions, Mr. Chaiiman. 
Mr. FRIEDEL. Thank you, Mr. Ferguson. As I stated earlier, we 

will .submit some questions to you in writing and, when you answer 
them, tliey will be included in the record. 

Mr. FERGUSON. Fine.   Thank you very much. 
Mr. FRIEDEL. Mr. Clarence D. Martm, Jr., Under Secretary for 

Transportation, Department of Commerce. 

STATEMENT OF HON. CLABENCE D. MAETIN, JR., UNDER SECRE- 
TARY FOR TRANSPORTATION, DEPARTMENT OF COMMERCE; 
ACCOMPANIED BY RALPH HAYES, PROGRAM OFFICER AIR, 
OFFICE OF THE UNDER SECRETARY FOR TRANSPORTATION, 
DEPARTMENT OF COMMERCE 

Mr. FRIEDEL. Mr. Martin, we have been reading in the papers about 
you. We are sorry to see you leave. We know you want to get back 
to private life. 

Mr. MARTIN. Thank you, Mr. Chairman. 
Mr. Chairman, I have Mr. Ralph Hayes of our Aviation Staff of the 

Department with me. He can answer any questions that I can't 
wrestle with. 

Tlie technical questions, I think, have been pretty well handled by 
Mr. Boyd of the Board, and Mr. Ferguson of the State Department. 
I will proceed to read this statement. 

Mr. FRIEDEL. DO you have copies ? 
Mr. MARTIN. Yes, sir.   We have copies that have been distributed. 
Mr. Chairman and members of the committee, my name is Clarence 

D. Martin, Jr., and I am under Secretary of Commerce for Transijorta- 
tion. 

I appreciate the opportunity to appear before this committee and 
to speaK on H.R. 465, a bill which would amend the Federal Aviation 
Act of 1958 to provide for the regulation of rates and practices of U.S. 
international air carriers and foreign air carriers in foreign air 
transportation. 

These ratemaking powers would be parallel to those now applicable 
to domestic air transportation and similar to the control now exercised 
by some foreign countries. 

The Department of Commerce has broad responsibilities in the area 
of international commerce. It anticipates that this legislation will 
contribute to the growth of the U.S. inteniational air carriers and the 
expansion of our international commerce. 
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In general, foreign governments exercise their power to control 
rates and practices in air transportation to and from their individual 
countries. This is accomplished directly or through control of their 
respective air carriers. 

Consequently, American-flag carriers are at a disadvantage in 
negotiating fares at lATA conferences since this Govenmment has 
not provided itself with a means of exercising its power in this area. 

Historically, the United States through the Civil Aeronautics Board 
has pressed for lower fares over the North Atlantic. These attempts 
have met with opposition from other countries and international air 
carriers. You will recall that in 1963 the United States was powerless 
under its regulatory machinery to establish lower rat«s, and our car- 
riers were threatened with having their equipment impounds if they 
insisted on placing into effect the lower rates supported by the Civil 
Aeronautics Board. 

Since 1963 the profits of the U.S. international carriers have steadily 
increased and have presently reached levels that call for reduced fares 
to the traveling public. The United States has been placed in a posi- 
tion that it supports competition at home to protect the public interest 
yet it is unable to protect the traveling public in the international 
market 

Sinc« this Government restricts enti-y into the international air 
transportation industry, it should, just as it does in the domestic indus- 
try, regulate the fares and practices of the franchise-d carriers in order 
to protect the public from imreasonable fares and unfair practices 
which usually result from an oligopoly. 

Despite the fact that the U.S. carriers are the most efficient and the 
United States provides most of the traffic, the U.S. carriers have but 
one voice each in the regulation of rates and practices, which are lost 
among the total voices of the 90 lATA members, the majority of which 
are high cost operators, are subsidized in varying degrees, and are 
six>nsored by countries which generate relatively few international 
passengers. 

The benefits accruing to the traveling public as a result of the effi- 
cient operations of U.S. carriers should not be curtailed because of any 
inefficient foreign carriers or by the governments attempting to pro- 
tect such carriers. 

The U.S. international carriers have conceded in their public pro- 
nouncements that they have been thwarted in their attempts to reduce 
fares. This has been borne out by the high return on investment which 
the U.S. carriers are presently receiving in both the Atlantic and 
Pacific markets. 

I recognize that there is a school that thinks the market should be 
manipulated in such a way as to make the largest profit from the 
smallest volume. The United States has acliieved its greatness by free 
competition with profits geared to the greatest demand. It is only 
good business that we press for the same policy in international 
commerce. 

I do not subscribe to the objections that the carriers and the Air 
Transport Association put fortn in opposition to this legislation. As 
1 have just mentioned, the high level of profits can no longer be de- 
fended, and the United States should press for reduced fares. 
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It is inconsistent that tlie United States should establish a U.S. 
travel service with the aim of increasing foreign tourism to the United 
States while on the other hand not having tlie authority to i-educe the 
fares that could do much to make the program a success. 

To date the forei^ countries have exerted influence and control over 
the rates and practices of foreign and U.S. international air carriers 
operating to the United States without having to give serious consid- 
eration to the interests of this country. 

To counteract this situation, I believe that the Board should have 
the discretionary authority outlined in this legislation. I realize that 
this will not give the Civil Aeronautics Board unilateral authority in 
this field, but it will give the board authority it does not presently 
have and will provide a means whereby the United States can par- 
ticipate on an equal footing with other nations in the regulation of 
rates. 

At the present time the U.S. traveler and the U.S. Government are 
at the mercy of the international carriere because we do not liave the 
power to regulate the rates and practices of U.S. and foreign air 
carriers. 

The control that lATA enjoys in international aviation has now 
been extended into another field. Recently lATA has ruled against 
the showing of in-flight movies and thereby has dictated the type of 
service that the carriers can offer, thus placing further restraints on 
competition. 

Such a role places the U.S. carriere in a preposterous position and 
penalizes them for making an innovation which does benefit the travel- 
ing public. 

The U.S. carriers must be supported by their Government if their 
position in international aviation is not to be weakened. At the pres- 
ent time the authority for such support is not available. 

Since the U.S. international airlines are privately owned, it is very 
important that the Civil Aeronautics Board be given the authority 
to maintain a level of fares which offers economical carriers an oppor- 
tunity to earn a reasonable profit, at the same time maintaining a fare 
level that is consistent with U.S. objectives of increased travel to the 
United States. 

The need for this legislation will become even more pressing as com- 
petition increases within the next few years with the introduction of 
the additional jet aircraft which are presently on order. 

The President in 1963 issued a statement on international air trans- 
port policy. This statement recognized the multilateral mechahisni 
for arriving at international air transport rates by I ATA as being 
t he most practical at the present. 

This statement went on to say that: 
We cannot, however, abdicate our responsibility to protect the traveler and the 

shipper; we wili continue to press for rates we consider reasonable. 
To provide for more effective governmental Influence on rates, Congress should 

adopt legislation which would give to the Civil Aeronautics Board authority, 
subject to approval by the President, to control rates in international air tran.s- 
in)rt to and from the United States. 

This administration has not altered the position taken in the inter- 
national air ti'ansport policy statement. It was felt tlie authority 
sought here was considered important then, and its importance has 
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been diminished in no way with the passage of time. Accordingly, 
the Department of Commerce recommends enactment of H.R. 46,"). 

Thank you, Mr. Chairman. 
ilr. FRIEOEL. We want to thank you, Mr. Secretary, for your very 

fine statement. 
Mr. Pickle? 
Mr. PICKLE. Mr. Secretary, apparently you feel that the profits of 

the air carriers have been exorbitiint or too excessive; is this correct? 
Mr. MARTIN. I would not want to use tiie term exorbitant, Congress- 

man, but I tiiink that the Cliairman of the Board, Mr. Boyd, referred 
in hie stat«meilt at the end to the rate of return that the carriers were 
currently enjoying on the Noith Atlantic. 

We feel that there could be substantial i-etluct ion in those fares and it, 
in our judgment, would not have a detrimental effect on their rate of 
return. 

Mr. PICKLE. You use the phrase they charge unreasonable fares and 
you refer to unfair practices. 

Mr. MARTIN. We think those fares are too high. There is no ques- 
tion about it. 

Mr. PICKLE. I presume the reason you want to reduce the fares is 
that you are trying to protect the public. You are not trjing to take 
profit away from the airlines? 

Mr. MARTIN. That is correct. 
Mr. PICKLE. WHiat I want to ask you is this. There are 90 other 

membei-s of lATA ? 
Mr. MARTIN. Tliat is correct, sir. 
Mr. PICKLE. Yesterday Mr. Boyd testified that these 90 countries, 

in the general isense, had the legal authority wliich was either consti- 
tutionally or statutorilj' given to them by their Govermnent to auto- 
matically cliange rates as they saw fit; in other words, that tiiey had 
tlie kind of power that you are now asking under this H.R. 465. 

Mr. MARTIN. Right. 
Mr. PICKLE. Now, if this is so, what would happen if tliey would 

reduce tliedr rates, any one or several of the air transport carriers would 
reduce tlieir rates? 

Would we automatically fall in line with that ? 
Mr. MARTIN. If they unilaterally would reduce the rates or they 

would not s»ibscribe to the lATA agreement, then I would suspect it 
would come under the classification where it would not be a prescribed 
rate by lATA, but it would be an oi^en rate, and you would have a 
rate war. 

This can be both good and bad, actually.    It is a two-edged sword. 
Mr. PICKLE. I assume tiiat you are asking for H.R. 46.^), because, 

with that authority, the CAB then could recommend lower rates and, 
at least provisionally, while it is being arbitrated, the lower rates 
would prevail until it is settled. 

That is why you are asking for H.R. 465 ? 
Mr. MARTIN. I think, under H.R. 465, we would have a more effec- 

tive voice in pi-e.scribing rates. 
j\Ir. PuiKiJi. These other 90 countries have this authority and yet 

they have not exercised it in tlieir ratemaking. What makes you think 
thai, if this one remaining govenmient, our Govermnent, is "given the 
authority, our rates would be lowered ? 

56-562—65 6 
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Mr. MARTIN. I submit, Mr. Conj^ressman, that we are the leaders in 
this field and I would think we are much lower cost operators than 
those foreign operators. They are very inefficient bv our standards. 
While our companies have made a profit, many of the foreign operators 
have suffered losses. 

I would not presume to say why. 
Mr. PICKLE. You just think that it would come about? 
Mr. MARTIN. I don't follow you there. 
Mr. PICKLE. I say, if we had this law, H.R. 465, that the rates would 

be reduced on an international basis? 
Mr. MARTIN. Yes; I think it would be a very effective tool in our 

arsenal of enforcement and protection to give the Board authority to 
press further for a reduction in rates to levels that they thought were 
reasonable.   It would not be done arbitrarily. 

I don't thing there is anything in the record of the Board's opera- 
tions that would suggest this. It could only be done with the ex- 
pressed approval of the President because of the delicate international 
relations that are at stake. 

Mr. PICKLE. I do not think our country ought to be put at a dis- 
advantage. If 90 other countries have a law, I do not thmk we ought 
to be singled out and say that our Government is not going to give you 
that authority. 

I have yet to be shown why these other governments have the author- 
ity. It seems to me that, if we set up such a regulation here, why is it 
that Britain does not do the same, or France or Holland or any oif these 
other members of lATA. Then, there is one government vying against 
another government, rather than through a series of conferences. 

I am trying to make up my mind what would be the best course on 
this thing. You say you want to get a reduction of rates. Yet, in 
your Atlantic problem with respect to the ban on flight entertainment, 
it would seem to me that, if you had H.R. 465, you are trying to up- 
hold their right to charge a higher rate rather than having a reduction 
of rates, is this correct ? 

Mr. MARTIN. Not necessarily.   The efforts through H.R. 465, the 
f»wers that H.R. 465 would give, would go toward a reasonable rate, 

mean the Board is very concerned with the economic health of our 
carriers, as well as the puolic interest. 

Mr. PICKLE. Well, let me phrase my question again. It is not the 
largest problem involved here, with respect to the in-flight entertain- 
ment. If our Government had the authority to say they could make 
these charges for this innovation of entertainment, in your words, this 
would mean a higher rate. 

So that, you are asking for the permission for the Government to 
either lower or raise rates, not just to reduce rates. 

Mr. MARTIN. YOU mean that, by the use of the in-flight motion pic- 
tures, it would necessarily cause a rise in rate in that the Board would 
have to allow this and to allow that service they would have to increase 
the rates to cover it ? 

Mr. PICKLE. AS I understood the testimony yesterday, the reason 
for the in-flight entertainment was they were actually going to charge 
more because it was special service and innovation. 



INTERNATIONAL  AIR  FARES 79 

Mr. MARTIN. Tliat remains to be seen. I think there is a great dif- 
ference there. I have difficulty in following that argument. It is a 
competitive thing. It certainly has met with some success domesti- 
cally.   The carrier wants to provide better service.   He puts this in. 

If it is going to cost him more, and it does cost something clearly, 
he perhaps feels that, by providing this service, he gets a substantial 
increase m traffic which more than compensates for it. It is just 
another facet of the art of doing business. 

Mr. PICKLE. NOW, Mr. Martin, I agree with you. I say that is 
correct. I say though that, under the provisions of the legislation 
you are asking for, the net effect of it would be that the Government 
would be either Jtble to allow a carrier to make higher charges for their 
fares rather than lower, but I say again I do not think that is the 
most significant part of this measure. 

Mr. Chainnan, I will stop my questioning at this point. 
Mr. FRIEDEL. Mr. Devine. 
Mr. DEVINE. Thank you, Mr. Chairman. 
Mr. Martin, we all wish you well in your future endeavors, 
Mr. MARTIN. Thank you, sir. 
Mr. DEVINE. DO you feel, Mr. Martin, that transatlantic business 

has suffered because of the present rates ? 
Mr. MARTIN. Well, I do not think it has suffered, the business as 

you have referred to, Mr. Devine, to the carriers. We think there is 
substantially more business there than is being developed today with 
those fares. 

Mr. DEVINE. Do you feel that the lowering of rates would attract 
more people to the transatlantic flights ? 

Mr. MARTIN. Substantially, sir. For instance, the other day I had 
the privilege of being in London and inspecting our travel office in 
London, which is one of the more active opei-ations we have in the 
U.S. Travel Service. 

They estimate that they currently get from the United Kingdom 
some 150,000 visitors a year to the United States. The comment was 
made that, if an approximate *20-percent reduction of rates was made, 
and the figure was approximate, they felt that they could over double 
the foreign visitors' business, to the United States. 

Mr. DEVINE. That is speculation. 
Mr. MARTIN. It has to be, and it has to be speculation as to the 

amount of the rate decrease.   It might be more or it might be less. 
Mr. DB^^:NE. You are stating here, I presume, the official position of 

the Department of Commerce m connection with this legislation. 
Mr. MARTIN. Yes, sir; as it refers to this bill. 
Mr. DEVINE. Are you in a position to answer this question. Our 

regular carriers had some years up until about 3 years ago when they 
were hard pressed to even break even. What I am trying to get to is 
this: Is the mere fact that our carriers are now showing a profit what 
has led you to the decision that now is the time to lower fares? 

Mr. MARTIN. No, sir. I would not want to imply that at all. We 
all know that they have had lean and very tough years, and they are 
certainly entitled to make a profit and a good profit. 

Mr. DEV^NE. A reasonable profit. 
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Mr. MARTIN. A reasonable profit on their investment, and we would 
hope that they would, and their investment is increasing all the time 
in terms of their equipment, and we would hope that they would make 
a greater profit. 

There is nothing that this Government should do, in my opinion, 
other than to stimulate a strong and healthy air transport industry. 

Mr. DEVINE. I think you suggested in earlier testimony that the 
U.S. carriers are more economically operated than the general foreign 
carrier? 

Mr. MARTIN. They are more efficient; yes, sir. 
Mr. DEVINE. If we would get ourselves in a position where lowering 

the rates created a situation where perhaps the U.S. carriers alone 
could operate, and that at small margin of profit, and the other car- 
riers, not being so economically operated, would be priced out of the 
market  

Mr. MARTIN. I did not follow this, sir. Who would price whom 
out of the market ? 

Mr. DEVINE. If we get into a situation where there would be a re- 
duction of rates, and, following your premise that U.S. carriers oper- 
ate more efficiency and more economically, we could get this thing 
down to a proposition where you have carriers with a very, very small 
margin of profit could operate, your foreign operatore that are not 
as efficient and not economically as sound would get into a real Donny- 
brook here, would they not^ 

Mr. MAIOTN. Well, I think you have had good evidence of that in 
what has gone on in the past.    I will agree with that in part. 

Mr. DEVINE. Well, I think you have stated very clearly the position 
of the Department. 

Mr. MARTIN. Thank you, sir. 
Mr. FKIEDEU Mr. Callaway? 
Mr. CALLAWAY. I have no questions. 
Mr. P^itiEDEL. Mr. Pickle. 
Mr. PICKLE. I would like to ask this question. I am sure we all 

agree that we ought to have the most reasonable rates we can, both 
domestic and international, for the traveling public. Nobody disagrees 
with that. 

If we are having unreasonable charges, they ought to be brought 
in line. The thing 1 have not gotten into my mind yet is just how this 
H.R. 465 is going to automatically solve this problem. 

It seems to me that you are saying, and Commissioner Boyd and 
Mr. Ferguson have been saying, that, if we had this law, then we 
could just go through the formality of having a CAB hearing, put 
the new rates into effect, and then these would be the new rates, and 
tliat would be settled. 

I do not view it as being that simple. You do put in new rates now. 
The CAB could either approve or disapprove it under your present 
authority. Just how would you use H.R. 465 to bring about these 
rates? 

How Avould it be so simple as that? 
Mr. MARTIN. Well, it is not going to be simple. It is going to be 

a complicated arrangement, as you would indicate.   I would assume 
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that, if we had the power to suspend the rate or we had the power to 
lift a certifiaxte of a foreijjn carrier that came in here ana refused 
and arbitrarily would not paj' any attention to the i-ate level, that 
the Board thought was correct, that tliat in itself would be of some in- 
fluence on the considerations that the lATA would make in setting 
the rate. 

It is where we have no pistols or any ammunition for the pistols that 
I think we are in trouble. The lATA people seem to disregard what 
the wishes or tliouglits of tlie U.S. Government are in tlvis regard. 
They disregard it. 

I spoke earlier of tiie fact tliat it would ix> a power or authority or 
tool ni the arsenal of governmental action tliat could be taken, and 
tlien only with tlie approval of the President. 

We would not l^e emptylianded, in other words. 
Mr. PICKLE. YOU did get a reduction in your North Atlantic rate 

eventually, about a year later. lATA has acted. You have gotten 
some lower rates. 

Mr. MAKTIN. They were verj- nominal. I think you are referring 
to the Hennuda meeting that was after the Chandler. 

Mv. PiCKi.K. I do not have the figures l)efore me, but there was a 
reduction. It did take some time as these tariff things normally 
would. I would think j'ou would still have the same problem. I do 
not see how this is going to affect the problem much more tlian what 
you have now with the authority that the CAB has and does exercise. 

Yon admit that it is a complicated affair and I guess you said it 
woukl be questionable wiietlier these rate reductions could come about. 

Mr. MARTIN. I do not think that the CWi would acknowledge that 
they have the authority now to establish a rate. They can prohibit 
an American carrier from joining in concert with the lATA group 
in setting a rate but, by doing that, they would just tln-ow the whole 
thing wide open and everybocly would set his own rate, which would 
not be a good thing. 

It would not be an ordinary regulatory proceeding. 
Mr. PICKLE. That is all tiie que.stions 1 have, Mr. Friedel. 
Mr. FRIEDKL. Mr. Secretarj', as I see it, if we pass H.R. 465, it would 

place us in a better position to work with the lATA and tiie foreign 
governments. 

Mr. MARTIN. That is correct, sir. It would make our voice more 
effectivne. 

Mr. FRIEDEL. One of your statements here inyjressed me very much. 
That is that we encourage people to v^isit the United States from for- 
eign countries and in tlie last few years we have increased our foreign 
travel to the United States and you feel that, if we pass this bill, we 
will incre^ase it even more. 

Mr. MARTIN. I think this would be helpful, Mr. Chairman, in the 
direction of a policy that would set reasonable rates and, to the extent 
that we would get lower rates, I think it is clear that we would get 
greater foreign travel participation to the United States. 

Mr. FRIEDEL. Here is one point from your statement: 
* • • ninety TATA members the majority of which are high-cost operators, are 

finl>si(Uzed in varying rtegrees, and are sponsored by countries which generate 
relatively few international jMssengers. 
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How does that work with lATA ? Out of the 90, how many -would 
have international flights? 

Mr. MARTIN. I suspect they all do. 
Mr. FRIM>EL. They all do? 
Mr. MARTIN. Yes, sir. 
Mr. FKIEDEL. YOU said, "Relatively few international" flights. 
Mr. MARTIN. We are talking about the traffic on the North Atlantic. 
Mr. FRIEDEL. I see. What is required as a majority for the lATA 

agi-eemeiit? If 90 members are present, does it require 46 to pass an 
agreement ? 

Mr. MARTIN. I tliink it takes a complete ugreement by everybody. 
It is an absolute agreement. 

Mr. FRiia)EL. I would like to know how that is done, by the majority 
or two-thirds or unanimously? 

Mr. MARTIN. I think it is unanimous. 
Mr. FRIEDEL. SO that, one could hold it up ? 
Mr. MARTIN. One could hold it up. 
Mr. FRIEDEL. I want to thank you, Mr. Secretary, for your state- 

ments. 
Mr. MARTIN. Thank you, Mr. Chairman. 
Mr. FRIEDEL. NOW we have the pleasure of hearing from Mr. S. G. 

Tipton, president of the Air Transport Association of America. 

STATEMENT OF STUART G. TIPTON, PRESIDENT, MR TRANSPORT 
ASSOCIATION OP AMERICA; ACCOMPANIED BY NORMAN J. 
PHILION. VICE PRESIDENT. INTERNATIOINAL: AND JAMES 
E. LANDRY, DIRECTOR, INTERNATIONAL PROGRAMS, AIR 
TRANSPORT ASSOCIATION OF AMERICA 

Mr. TiiTON. Mr. Chairman and members of the committee, my name 
is Stuart G. Tipton. I am president of the Air Transport Association 
of America. 

Before starting my statement, I would like to introduce to the com- 
mittee Mr. Norman J. Philion, vice president of the association in 
international matters, and his assistant, Mr. James E. Landry. 

The ivssociation represents virtually all of the certificated .scheduled 
airlines of the United States. In addition to the 19 airlines which 
conduct international operations, our membership includes trunk and 
local service airlines, Alaskan and Hawaiian airlines, helicopter 
operators and an all-cargo airline. 

Together they form a transport system of tremendous significance 
to the national interest and piay a vital role in the advancement of 
U.S. foreign commerce objectives. These airlines have a direct interest 
in the legislation now under consideration and we, t herefore, appreciate 
this opportunity to appear before the subcommittee to set forth the 
views of our industrj-. 

Before commenting on the merits of II.R. 46.5, the bill which you are 
considering, I think it would help place the debate in proper focus 
if I make one basic fact absolutely clear. 

That is, that the airlines, the Board, the State Department, all the 
opponents and proponents of H.R. 465 have one common objective— 
1o encourage mass transportation by air at fares vast numbei-s of 
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people can afford. The question is: would the legislative grant of 
international rat-e-fixing power to the Civil Aeronautics Board and the 
XJ.S. Government mean that the job could be done better ? 

Wlien I appeared before the committee last year, I presented a great 
volume of statistical data and supplementary material describing rate 
trends. I understand the record of that hearing has now been pnnted, 
so I won't repeat all that information now. 

But, I do want to remind you that the average yield per passenger 
mile for U.S.-flag carriers in international and territorial o{)erations 
dropped some 35 percent from 1945 to 1964. And the fact that more 
and more people are finding international air travel within their means 
is amply demonstrated by the average annual growth rate of 15 per- 
cent in the traffic we have carried in those operations over the past 10 
years. 

But, the real crux of the question before you is whether passage of 
PI.R. 465 could result in our realizing our common objective more 
quickly, more fully, or more easily than we have to date. 

To that, I say the answer is a most emphatic "Xo." This legislation 
is bottomed on the notion that one government, in this case the United 
States, can set rates for tlie world. 

If H.R. 465 is passed, it will be regarded by some as a license to 
engage in commercial war. The result will not be to ease our task, but 
rather to involve us in periodic, violent intergovernmental clashes 
which will seriously impair our ability to continue the steady down- 
ward trend in international rates. Once that happens, the common 
U.S. rate objective will become an international political football. 

To put it simply, international air transportation rates are and must 
be multilateral in nature. Consequently, international ratemaking 
must be accomplished on a multilateral basis. I think a capsule his- 
tory of some of our international air agreements may help you appre- 
ciate the inviolability of this maxim. 

The fundamental tenet of international aviation law is that every 
nation has complete and exclusive sovereignty over its own airspace. 
This was a principle of international law as long as 50 years ago, and 
it has consistently been a cornerstone provision of appropriate treaties 
and national statutes ever since. In our case, the Cnicago Convention 
of 1944 to which we are a party, and the Federal Aviation Act of 1958 
botli spell it out. 

Obviously, if nations rigidly maintained that exclusive sovereignty 
by preserving their airspace solely for their own use, there could be 
no international air transport; each nation would be an island unto 
itself. 

So, nations have wisely chosen to exercise their sovereignty by bar- 
gaining across the negotiating table to establish a framework for the 
growth and development of international air transport. 

In 1944, the nations of the free world gathered at the Chicago Con- 
ference and a multilateral treaty was drawn up covering those areas, 
largely technical, in which multigovernmental agreement proved 
possible. 

The Conference also spent a great deal of time searching for multi- 
lateral agreement on economic matters, specifically looking to the multi- 
lateral regulation of routes and rates.   The search proved unavailing. 
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for ajri-eement would have raised too many unansweT'able problems 
involving individual soverei^ty. 

Tiie nations then wisely turned to a bilateral approach to the eco- 
nomic aspects of international air transport. A host of bilateral 
ajri-eements arose, pi-ovidinj; for the exchange of routes and dealing 
with the critical matter of rate control. 

The best known of these, and the model for nearly all such agree- 
ments with major countries to which this Nation is a party, is the so- 
called Bermuda agreement, signed by the United States and the United 
Kingdom in 1946. 

With regard to rates, the two nations recognized that the initial 
resolution of an international rate structure is multilateral in nature. 
The two nations therefore agreed that the basic machinery for inter- 
national ratemaking should be a conference of carriei-s which works 
out the detailed rate schedules for submission by each member carrier 
to its respective government for approval. I refer, of coui*se, to the 
International Air Transport Association. 

It may well be that a mere recitation of the decision of many gov- 
ernments, including ours, many years ago, that ratemaking is a multi- 
lateral task, does not dispose, of the question for your purposes. 

Perhaps a concrete illustration would demonstrate the fact more 
conclusi^'ely. Let us consider an international air traA'eler from New 
York to Rome. He can, and very often will, stop at Shannon, I^n- 
don, Paris, Brussels, Amsterdam, Frankfurt, Greneva, Copenhagen, 
Lisbon, Mfidrid, and/or a number of other major points en route. 

The fare he is charged affecti;, and is affected by, tlie fare between 
New York and every single one of those intennediate point.s, as well 
as the local fares for all the international segments involving pairs of 
those points along the way. 

Moreover, the fare he is chatted must affect the fares of his fellow 
passengers traveling to any of the host of possible destinations beyond 
Rome. 

That means that his fare is of proper conce.rn to all those sovereign 
governments involved en route to and beyond Rome. Further, it 
means that the fare he is charged is of vital concern to each and every 
national flag carrier operating between any of the pairs of points 
described, because tho.se carriers* economic well-being hinges on the 
level of the affected fares. 

In short., everj' nation starts out with the basic sovereign right to 
control fares and otherwise establish the terms under which its air- 
space may be used, and its territory served. Further, every other 
nation has an intere.st at least equal to that of others in doing so. But, 
if every nation exercised that right or pursued that self-hiterest, there 
would Le no international air transport. 

Cooperation and accommodation, resulting in agreement among the 
airlines and concurrence by the governments, is more than a con\-en- 
ience: it is a necessity. Conversely, it is a complete impossibility for 
any one nation to determine rates or rate policy miilaterally. 

The proponents can argue all day long tnat this legislation will have 
the effect of giving the L^ited States the unilateral power to fix inter- 
national air rates ror the world, but it won't do it. 
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Rielying upon an intricate legal argument as to the relationship 
between alternate rate clauses e and f of our Beimuda-type rate agree- 
ments (app. A) and their legislative proposal, they can take the 
position tnat this would permit us to impose our rate philosophy on 
other sovereign governments and their designated airlines all over the 
world—but the United States can't do it. 

The sovereign rights of governments just don't dissolve that easily. 
Such an effort would result in a blazing international dispute, no 
longer limited to rate questions, but now involving issues of national 
policy and prestige, quickly escalating to the highest political level. 

It might be convenient if our Government could deal with and solve 
international problems by unilateral determination. But no amount 
of domestic legislation, alone, can bring this to pass. The plain, unal- 
terable fact is that when a matter touches on tlie sovereign rights of 
more than one nation, there must be agreement among all the affected 
sovereignties. 

Whether the subject matter is the exchange of goods and services, 
the use of natural resources within the territorial jurisdiction of an- 
other, military missions, the exchange of diplomatic rights and privi- 
leges, experimental communications satellite testing, mutual defense 
assistance programs, or the protection and preservation of migratory 
birds, negotiation and agi-eement is essential. In none of those areas, 
all the way down to the flight of ducks, can we impose our will on 
others. 

I urge this subcommittee to consider H.R. 465 in that light, and to 
conclude with us, as you have in the past, that this is useless and harm- 
ful legislation. 

Before closing, I do want to point out several fallacies in connection 
with this specific bill. In doing so, I do not mean to iniply that any 
amount of surgery can repair the congenital weakness of the under- 
lying concept of unilateral international price fixing. But I do want 
to make certain that fact is finally separated from the gi-eat fund of 
fancy which has developed in these hearuigs over the past 2 years. 

Since you now have the printed record of the hearing last year, it 
will be particularly important that you not proceed on any misappre- 
hensions which may have arisen then. 

Let me list some of the most important ones for you quickly, and I'll 
be happy to elaborate on any of them, of course, if you nave questions. 

1. The proponents would have you believe that the CAB is now 
virtually powerless to influence international rates. This claim won't 
stand analysis, as demonstrated by the outline of the CAB's powers to 
deal with foreign carrier rates, which I now submit for the record, Mr. 
Chairman (app. B). Each of the statutory powers referred! to in that 
outline, except for section 402, applies to U.o.- as well as foreign-flag 
carriers. 

The United States is not powerless to deal witli this problem. They 
were not powerless at, tlie time of the Chandler discussions. They are 
not powerless now. 

2. The proponents contend we need to j)rovide U.S. travelei's and 
shippers with further protection against higli rat*s. The great vol- 
ume of data I submitted last year refuted tliat contention then.   And 
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there was a further drop of 7 percent in our international carriers' 
revenue passenger-mile yield from 1963 to 1964. In an era of soaring 
travel costs, meal and hotel accommodation costs, and entertainment 
costs, the record for international air travel is remarkable. (See 
app. C.) 

3. The proponents claim that passage of H.R. 465 would automati- 
cally and indisputably activat© alternate rate clause (e) of our 
Bermuda-type agreements. In order to activate (e), CAB inter- 
national and domestic rate powers must b© comparable. 

The record of last year's Iiearing demonstrates that they are not 
comparable. They actually differ considerably. Witness after wit- 
ness last year, including the proponents, pointed out why, under our 
form of government, international rate-fixing powers have to differ 
from domestic rate-fixing powers. 

The former must be discretionary, the latter can be and are manda- 
tory. Moreover, the proponents contend tliat the Board's rate-fixing 
decisions must be subject to tlie approval of the President in view of his 
responsibility for international affairs. This aspect, alone, makes it 
impossible for the two powers to be comparable. 

4. The proponents flatly assert that the triggering of (e), if it could 
be acliieved, would be desirable. We disagree. It would leave the 
Board powerless to deal with rates of foreign carriers, which might 
well turn to destructive rate cutting in the future as some have in the 
past. 

5. The proponents scoff at the notion that unilateral rate fixing by 
the United States would stifle or cripple the airline conference ap- 
proach to ratemaking. Yet, governmental rate fixing here will beget 
more governmental rate fixing elsewhere. 

And, the widespread adoption of governmental rate fixing would 
mean that each carrier would come to the conference with its rate 
frozen by governmental order. There would be little point in having 
a conference meeting, when participants could not provide the essen- 
tial accommodation for the problems, objectives and desires of their 
colleagues in other countries. 

And assurances from Board members of today that they would ex- 
ercise restraint and "give lATA a chance to do the job" in every in- 
stance offer small comfort to those thinking about the actions of a 
Board 10 years from now. 

6. Tlie proponents contend that the powers conferred in the inter- 
national field Dy H.R. 465 can actually be exercised. They can't be, not 
really. The domestic rate case contemplated by the act requires a 
determination that the rate in question is just and reasonable. 

Tliis in turn contemplates a C/AB proceeding and tlie accordance of 
due process and, eventually, findings based on facts provided by the 
affected parties. 

The complexity of international rate issues, the range and extent 
of diversified political and economic interests, and the potential num- 
ber of parties to the proceeding make timely and effective Board 
action highly unlikely. 

When you combine these considerations with the inaccessibility of 
foreign carrier data (e.g., see app. D), and the inappropriateness 
of CAB evaluation of the honestj', economy, and efficiency of the 
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management of foreign carriers—both of which are essential to the 
required findings under the act, implementation of H.R. 465 becomes 
virtually impossible. 

7. Lastly, the proponents have vociferously contended that Canada, 
by dint of its rate-fixing power, found itself in a far more favoi-able 
position than the United States during the rate controversy 2 years 
ago. 

They allege that foreign governments were helpless to act against 
the Canadian carriers. Last year's record and Senate Report 473, 
88th Congress, on similar legislation are, unfortunately, full of this 
assertion. A look at the facts shows that this assertion just doesn't 
hold water. Canada does indeed have, along with Fonnosa, Saudi 
Arabia, and the Philippines, according to our findings, specific power 
to fix international rates. 

But the rate provisions of Canada's bilaterals (as reflected in 
app. E) mean that any rate fixed by Canada can't go into effect unless 
the other government approves. In other words, Canada cannot fix 
an international rate unilaterally, notwithstanding its rate-fixing 
power. 

In conclusion, the subcommittee is being asked to make a highly 
important decision here. It is being asked to turn its back on the 
occasionally frustrating, but demonstrably successful, essential con- 
cept of multilateral mutuality in international ratemaking. 

It is being asked to legislate unilateral rate-fixing power for our 
Government, although all of human experience dictates that this ap- 
proach will not work in international matters. If it is attempted 
nere, it will inveitably lead to an international crisis of great magni- 
tude in the field of aviation, with the U.S. can-iere caught between 
the clashing governments liere and abroad. 

tTnder the approach of multilateral mutuality, we find ourselves 
today with U.?>.-flag carriers the acknowledged leaders in interna- 
tional air transport.   We urge you not to change the ground niles. 

Mr. Chairman, in view of some of the testimony yesterday, I really 
mu.st supplement my statement for just a few moments, if I may. The 
statement I particularly refer to is the statement by Chairman Bovd 
in which he said that the real reason, and this is a paraphnuse, tlie 
real reason the U.S. carriers oppose this legislation is that they want 
to be free of Government regulation in order to be able to continue 
to charge high fares to the detriment of the traveling public. 

That statement surprised and somewhat shocked us because the 
record of T'.S. carriers in both the domestic and the international 
field is just not that. 

Our international efforts since international air transportation 
began right after World War II have been to get, both through the 
increase of carrier efficiency and development of traffic, our rates to 
the point where we can have a constantly expanding mass market for 
air transportation. International airtransport operators in the United 
States are not a bit different than the businessmen who have helped 
build this coimtry. 

The growth of tliis country has been based upon developing mass 
markets and selling a lot of products. That is what our airlines have 
been trying to do, and they have been extremely successful at it. 
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Tjet us look at the record of achievement here. P2ven facing the prob- 
lems of the necessity of getting the agreements of foreign govern- 
ments that also have control over their rates, they have made good 
progress. 

In our international and territorial operations under the American 
flag, the yields have gone down from 8.31 per passenger-mile in 1946 
to .').44 in 1964. Tliat is wliat the passenger paid per mile in 1940 to 
be transported, on the average, 8.31 cents. 

In 1955, it was down to 6.6(). In 1964, it was down to 5.44. I regard 
that as a really great achievement when you consider the fact that our 
costs for supplies, materials, labor, everything else, were going up 
just like everyDody else's costs were going up. 

Now, as a matter of fact, thase international and territorial yields 
are slightly le-ss than those prevailing in the domestic operation. A 
large part of the traffic covered by these international and territorial 
operations is, of course, international traffic in which the Board has not 
had the power to fix rates. 

Consequently, those reductions were not made under threat of Gov- 
ernment. They were made because the carriers wanted to do it and 
were willing to try hard to get it done, and they did have to try hard 
to get it done because in many instances they were opposed very vigor- 
ously by foreign-flag carriers and by tlieir governments. 

Nevertheless, they did get it done. Let us apply that a little bit more 
specifically because we are talking about these major international 
routes in the Atlantic and the Pacific. The yields in the Atlantic 
dro))|)ed from 7 cents per passenger-mile to 5.8 in the past 4 years. 

That is a good reduction. That is a gootl, fair rate. These are 
economy fares.   San Francisco-Tokyo is down from 8.4 to 7.1. 

Mr. FRIEDEL. Yo\i are speaking of the yields, not the costs ? 
Mr. TiPTON. That is the yield, not the individual ticket price. The 

only way that you can have a fair comparison of charges is to take 
the overall yield because the fares diff'er by segments. 

You have joint rates in some instances that tend to cut down tlie 
amount of money you actually get. A wliole variety of complicated 
factors enter into the rate, so that the only fair way to get an aver- 
age and a judgment here is to compare tliem in terms of yield. 

So that, the U.S. carriers have done a job of which I would think, 
and I would hope, our (lovernment would be proud. Tliey are in- 
deed successful carriers, and tliey run a good service, and they have 
been successful in getting their rates down. 

Now, there was lots of dis<;ussion yesterday by Mr. Boyd about the 
higli rates of return the carriere were getting. There were two 
thnigs wnrng with liis statement with respect to rates of return. 

First, he was defiling with 1 year, and it was a successful year and 
a good year. But you cannot judge the economy of the carriers 
and their prospects for .success on tiie basis of 1 year. 

In addition, he was discussing this rate of retuiTi on the basis of 
tlie Pacific segments only. No one can make a judgment, again, of 
the economy of a carrier by taking a segment here and a segment 
there. 

You have to look at the carrier as a whole and you have to look at 
that carrier over a reasonable periocl of yeai-s in order to make a 
judgment as to the rate of return and its propriety. 
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Now, this is not just me speaking. Tliese are solid, traditional 
statements by the Civil xVeronautics Board, both of them, that you 
cannot desil with rates of return on the basis of 1 year. 

In their most outstanding case on rate policy and rate philosophy, 
that was one of the statements they made, and made it very clearly, 
that you cannot judge a rate of return on a short term, but must 
judge it on the basis, suid I am quoting now, "of an extended ijeriod 
of time." 

Now, in addition to that, they have said many times—and of course 
rightly—and they are backed by many court decisions, that you must 
judge a carrier on the basis of its system as a whole and not pick out 
pieces of it to comment upon. 

The rates of return in the case of our carriers are running 8 to 10 
percent over a 4-year period. Those are certainly in no respect ex- 
orbitant. Actually, the Board has said that a proper i-ate of return 
over this extended period of time for domestic service is 10.25 percent 
on investment. 

Undoubtedly, they would reach a conclusion that it would be ap- 
propriate in the international field, with its higher risks, to have a 
higher rate of return than that. So that, in terms of carrier rates of 
return, there is nothing to be concerned about; nor is there anything 
to be concerned about in terms of the carriers' yield. 

Now, I don't want to leave the impression that the U.S. carriers 
are not doing well. They are doing well, and I think everyone in 
the industry and in Government is pleased that they are doing well, 
and hope that this can be cwitinued. 

We as carriere are particularly anxious tliat it be continued be- 
cause we have had a lot of years in which we earned no pi-ofits or 
very little ones. We had a lot of years in which we were subsidized 
by the Government, and you do not have to look back many years, 
as the members of this committee know, to find that; and so we are 
delighted that we are maintaining profit levels even at the level that 
they are now, but we are particularly glad to do that because we have 
lots to do, and I want to take a eouple of minutes to say what we 
have to do. . , . 

Of course, when we make a profit, the first thing we do is give half 
of it to the Government, as ousiness generally does. Most of the 
rest, in the case of air transport, goes to equipment and service im- 
provement and debt repayment. 

One thing we have to remember is that this industry has had the 
fastest buildup of investment of about any I know of. We had an 
investment of one and a quarter billion dollars in 1954. We have $5 
billion now, 10 years later—a one and a quarter billion dollar to $5 
billion increase in investment. 

In view of the fact that, when this period started, the airlines 
were not very profitable and their investment was low, that was 
financed by debt. We wound up with about 60 {percent of our capital 
in debt. NOAV, that is pretty high and it has as its main difficulty, of 
course, the high fixed charges that go witli it. 

One of our objectives has to be, through the maintenance of good 
profit levels, to get that debt load dowTi, and we have to get it down 
because we are now involved in another investment program where 
we have on order $2.1 billion in new aircraft.   That is right now. 
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Those airplanes have been committed for and they are obviously for 
the improvement and expansion of our sei'vice, both domestically and 
internationally, and, while this is a little remote, we caimot forget the 
fact that we will be buying super-sonic planes in 7 or 8 yeara and they 
will come at from $25 to $40 million per copy. 

What I am trying to emphasize here in far too much length is that 
the Government should not be concerned that we are conducting a 
successful operation, or feel impelled by that reason to hasten to get 
legislation or hasten to take action of any kind to see to it that some- 
how our profits are brought down. 

Just one brief statement in conclusion: Even if there was reason to 
change the rates of the carriers in the Pacific or in the Atlantic or 
in Latin America or any place else, this bill would not help, and for 
two very good reasons: One—and I have talked about this a little 
already—the rate case which w^ould have to be conducted under this 
legislation is one that would last a long time. 

It would be a very complex one, in which both Americun-flag car- 
rier and foreign-flag carriers would participate. The Board would 
have to find at the end not that our rates manifested poor business 
judgment but tlrnt they were illegal. The rates would have to be 
illegal. That is what they would have to find in order to change 
those rates. 

Most of the talk you have heard from Mr. Martin and Mr. Boyd 
and Mr. Ferguson has been not that our rates are illegal, but that our 
marketing judgment is poor and that we should get rates down further 
than they are now in order to expand tlie market. 

Well, in many areas the carriers agree to that. In some areas 
they probably don't, but the point I am making here is that in order 
to change the rate imder this legislation, the rate must be found 
illegal. 

So that, you would have difficulty reaching a point where a rate 
was determined under this legislation and tlien, or course, you would 
still not be anyplace because the rate might well be objected to in tlie 
Pacific by the Japanese, by the British, by the Australians, by the 
Filipinos, by all tliose countries into which, these operations go. 

So that, after the great effort of passing the legislation, and acting 
under the legislation, you would wind up right where you are now. 

I am sorry to have taken so long, Mr. Chairman. 
Mr. FRIEDEL. Would you like to have appendixes A, B, C, D, and 

E included in the record f 
Mr. TiPTON. They are attached to the statement and we would like 

to have them in the record. 
Mr. FRIEDEL. With no objection, so ordered. 
(The appendixes referred to follow:) 

APPENDIX A 

TBXTS OP U.S. BEBMUDA-TYPE BILATKRAL AGBKEMENT ALTEBNATIVE 
RATE CLAUSES 

• ••*•»• 
"(e) In the event that power is conferred by law upon the aeronautical authori- 

ties of the L'nited States to fix fair and economic rates for the transport of persons 
and proiHTty by air on international services and to suspend proposed rates in a 
manner comparable to that in which the Civil Aeronautics Board at present is 
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empowered to act with respect to such rates for the transport of i>ersons and 
property by air within the United States, each of the contracting parties shall 
thereafter exercise its auUiority in such manner as to prevent any rate or rates 
proposed by one of its carriers for services from the territory of one contracting 
party to a point or points in the territory of the other contracting party from 
becoming effective, if, In the Judgment of the aeronautical authorities of the con- 
tracting party whose air carrier or carriers Is or ore proposing such rate, that 
rate is unfair or uneconomic. If one of the contracting parties on receipt of the 
notification referred to in paragraph (c) alwve is dissatisfied with the new rate 
proiwsed by the air carrier or carriers of the other contracting party, it shall 
so notify the other contracting party prior to the expiry of the first 15 of 
the 30 days referred to, and the contracting parties shall endeavor to reach 
agreement on the appropriate rate. In the event tliat such agreement is reached 
each contracting party will exercise its statutory powers to give effect to such 
agreement If agreement has not been reached at the end of the 30-day period 
referred to in paragraph (c) above, the propomd rate may, unless the aeronau- 
tical authorities of the country of the air carrier concernetl see lit to suspend 
its operation, go into effect provUionally pending the settlement of any dispute 
in accordance with the procedure outlined in paragraph (g) below." [Kmphasis 
supplied.] 

"(f) Prior to the time when such power may be conferred by law upon the 
aeronautical authorities of the United States, if one of the contracting parties 
is dissntisfied with any new rate proposed by the air carrier or carriers of either 
contracting party for services from the territory of one contracting party to 
a point or points in the territory of the other contracting partj-, it shall so 
notify the other prior to the expiry of the first 1.5 of the 30-day period referred 
to in paragraph (c) above, and the contracting parties shall endeavor to reach 
agreement on the appropriate rate. In the event that such agreement is reached 
each contracting party will use its best efforts to cause such agreed rate to be put 
into effect by its air carrier or carriers. It is recognized that if no such agree- 
ment can be reached prior to the expiry of such 30 days, the contracting party 
raising the objection to the rate may take such steps at It may con^sider necessary 
to prevent the inauguration or continuation of the tervice in question at the rate 
complained of."    [Ehnpbasis supplied.] 

APFEKDIX B 

OUTLINE or POWXB OF Cp^o. A^ap^^UTics BOA^ TO DEAL WITH FOBEION CARRIEB 
BATES 

I. THP CAB HA8 AMPLE POWEB UHDEB THE FEDEBAT. AVIATION ACT TO CONTROL 
POKEIOH CARRIER RATE PBACTNCEB 

A. Section 402. Foreign carrier permits 
1. CAB may properly consider reasonableness of rates as a factor in deciding 

whether to issue or renew such i)ermit under section 402(b). 
The OAB has held that an intervenor may show that a foreign air car- 

rier is unfit to hold a permit by virtue of its rate policies and practices (CAB 
Order No. K-179il2, Jan. 8,1962, at p. 7.) 

See 11)55 Transatlantic Charter Policy, 20 CAB 782, ~84-m (1955) ("rea- 
sonableness of the rate will be a factor" in determining whetlier to grant 
authority). 

And see CAB Policy Statement, 14 CFR 3d9, 36: "In passing upon ap- 
plications" for exemption authority to conduct MATS charters, CAB "will 
give great weight" to whether the rate is "fair and reasonable." 

2. CAB may attach conditions and limitations "as the public interest may re- 
quire" to the foreign carrier permit (sec. 402(e)). An existing permit may be 
amended for this purpose (sec. 402 (f)). 

(o) Section 402(e) is a "broad grant of authority" to attach to foreign 
carrier permits such conditions as the Board finds in the public interest. 
Congress did not intend to limit the Board's regulatory powers over for- 
eign air carriers excQ>t to the extent that accommodation with international, 
political or defense considerations, is provided by section 801 (Presidential 
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review of permit Issuance and conditions) and section 1102 (consistency 
with International agreements) (CAB Order No. E-17235, July 27. 11)61, 
pp. 4, 7-8: affirmed on reconsideration. Order No. E-175a7, Oct. 4, 1961). 

(5) CAB has conditioned authority to engage In foreign air transporta- 
tion under MATS contracts on olwervance of specified minimum rates. 

See CAB Economic Regulations, section 208.30, 14 CFR 208.30 (con- 
dition on authority under 8 7, Public Law 87-528). 

And see CAB  Economic Regulations, section 288.7, 14 CETl 288.7 
(condition on exemption authority), 

(c) CAB has recognized that it has power to "call a halt" to "undesir- 
able rate practices" of supplemental air carriers by attaching conditions to 
exemptions to engage in foreign air transportation.   Large Irregular Air 
Carrier Investigation, 22 CAB 838, 845, n. 14 (1065). 

(rf) Imposition of a rate condition on certain foreign air carriers was pro- 
posed In a series of section 402 permit proceedings in 1962. While the CAB 
did not find that the record in the particular cases warranted imposing such 
a condition, it clearly implied that it had the power to take such action 
when the public interest so required in an appropriate case. (See Orders 
Nos. E-17912, Jan. 8. 1962; E-17952, Jan. 24, 1962; E-17981, Feb. 5, 1962.) 

(c) Where there is no bilateral agreement, CAB authority la plenary. 
(/) Where there is a bilateral, permits are already conditioned upon the 

foreign carrier's complying with the terms of the bilateral. 
Standard bilateral provides for United States ob.1ecting to foreign 

carrier's proposed rates and preventing service at such rate by "such 
tteps a» neoesKary."    (See II. A. 1., below.) 

Also, permits have standard provision that CAB may provide fur- 
ther limitations, as required by public interest. 

Only restraint is that CAB not attach a condition or impose a limita- 
tion which would defeat the basic purpose of the bilateral (sec. 1102). 

B. Section iOS. Observance of tariff fare 
Foreign air carriers are required to file and observe tarifiEs. It is unlawful 

tor tliem to collect a lesser fare by refunds, rebates or special prlvUeges outside 
the tariff. •     •    ' i •   •• • 
C. Section 40^. Discriminatory rates unlawful 

Foreign carriers' rates are forbidden to be either unduly or unreasonably 
discriminatory or unduly or uiireasooably preferential. The CAB may issue 
cease-and-<lesi.st order for violations (sec. 1002(f)). 
D. Section Jill. Unfair practices and unfair method of competition 

CAB may issue cease-and-deslst order againsit foreigii carriers for unfair 
practices and unfair method.s of conipeitition la their rate practices. 

1. Foreign carrier fares In violation of lATA agreement would ai>j)ear 
to be unfair method of competition. In The Matter of Pan American World 
Aincays, Inc., Order No. E-12791 (July 15.1958). 

2. Where foreign carrier is non-IATA, rate cutting ml^t atlU be held 
unfair method of competition under facts of a given ease. ' 

E. Section ilZ. Approval/disapproval of agreed rates 
Any agreement between foreign carriers and U.S. carriers as to rates or rate 

practices (e.g., lATA rate resolution) must be filed with CAB for approval or 
disapproval. If contrary to public interest, or If It violates the Aviation Act, 
CAB must disapprove. 

1. An agreed rate violating section 402 (permit, and any conditions 
thereof including bllaterals incorporated by reference); section 403 (extra- 
tariff charges, rebates, etc.); section 404 (discriminatory or preferential 
rate) ; section 411 (unfair practice or method ot competition) ; can and 
must l)e di«ai>i>roved by tlie CAB. 

2. An agreed rate violating an applicable bilateral would clearly seem 
to l>e contrary to public interest, as well as a violation of the Act (i.e., one 
or more of the foregoing sections and sec. 1102). 

8. The CAB can—and has—disapproved as "adverse to the public Inter- 
est" an lATA agreement upon a rate which It regards as unreasonable. 

4. If CAB disapproves the agreed rate, the foreign carrier could not 
use the rate, since it has a duty to observe any CAB order "affecting" it 
(sec. 1005(e)). 
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5. In approying a section 412 agreement (e.g., an lATA rate), the CAB 
may Impose conditions subsequent to continuing approval (McManus v. 
Civil Aeronautics Board, U.S. Ct App. 2d Qr., Feb. 6, 1961 (docket Nos. 
25802-3)). 

6. Where CAB approves a section 412 agreement (e.g., an I ATA rate). 
It has "retained jurLsdlctlon" to continue to police it, In the Matter of the 
ATC Agency Resolution Investigation.   Order No. E-16977 (Nov. 1, 1960). 

F. Enforcement procedures 
If foreign carrier violated permit condition or CAB order, under A through B 

above, CAB could tal£e appropriate action directly against the carrier for viola- 
tion of the act: 

Knforcement proceeding to order compliance with the permit and the 
act, section 1002(c). 

Judicial enforcement, as appropriate, section 1007. 
dvU penalties, section 001(a). 
Criminal penalties, section 902(a). 
Revocation or suspension proceeding under section 402(f). 

II. THE CAB'S BEUEOIES AGAINST VNBEABONABLE RATES OF F0BI30N CABEIEBS CAN BE 
ADEQUATELY IMPLEMENTEID INTEBNATIONALLT 

A. Bilateral situations 
1. Under paragraph (f) of the present standard form rate article, CAB has 

power to prevent the inauguration or continuation of an objectionable new 
rate proposed by a foreign air carrier for use between the United States and 
the country of the foreign carrier, in accordance with the following procedures: 

(o) Within 15 days, notify foreign carrier's govemmenit of U.S. dissatis- 
faction with proposed rate. 

Normally through diplomatic channels. 
(6) During 30-day period U.S. and foreign government attempt to agree 

on appropriate rate. 
(c) If no agreement, at end of 30 days United States may take "such 

steps as necessary" to prevent service at the rate objected to. 
It is quite possible that no formal show-cause proceeding or hearing 

would be required, but CAB could simply notify for^gn carrier that 
Its rate was unsatisfactory under the rate article, and the carrier 
should cease providing service at the objectionable rate. 

Theory would be no show-cause, hearing or speciilc legal proce*s 
required since the two governments had agreed to reservation of «wn- 
plete national power as "such steps as necessary." 

As matter of comity, CAB might allow reasonable period to achieve 
compliance. 

In any event, CAB could proceed under section 402(f) to suspend or 
revoke foreign carrier permit. 

Or enter cease-and-desist order, and then take enforcement action. 
(See I. F above.) 

2. The above power to prevent inauguration or continuation of an objection- 
able foreign carrier rate applies only so long as the CAB does not have statu- 
tory authority to fix rates In foreign air transportation. 

3. If the CAB were to receive such power to fix international rates, paragraph 
(e) of the standard form rate article would come Into effect. Under ixiragraph 
(e), the nations involved are obligated, in successive steps, to consult, to seek 
a third-party advisory opinion, and to use their best efforts to put such third- 
I)arty advisory opinion into effect. Thus, the disputed rate could remain in 
effect indefinitely. 

4. Under the most recently revised rate article, the power to prevent continua- 
tion of an unreasonable foreign air carrier rate would not be limited to proposed 
rates—as In present paragraph (f)—^but would extend to objections lodged 
"upon review of an existing rate." 
B. NonWateral situations 

1. Nonbllateral permits usually contain a condition that CAB may challenge 
a foreign carrier practice "Inimical to sound economic conditions."    (see  eg 
AerollneasArgentlnasPermlt, 30CAB153,155 (1959)). '   ' "' 

(o) This would appear to extend to unreasonable rate practices. 
66-562—66 7 
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(6) The foreign carrier itself lauat cooler with CAB to modify its permit 
to correct tlie practice.   It is not a diplomatic matter between governments. 

(c) GAB  could  revoke,  suspend  or amend  the  permit  under section 
402(f). 

2. Nonbilateral permits also provide (as in bilateral situations)  for future 
ImiMsitiou of limLtatiou» in tlie public interest.   Accordingly, CAB could attach 
to such permits a further express condition as to rate practices pursuam to 
appropriate proceedings under section 402 (f) to modify the permit. 

APPENDIX C 

[From the New York Times, Jan. 31, 1965] 

TRIP COSTS—THEX A.ND Now—COMPARED TO POSTWAR KRA. PRICES HAVEFLCCTD- 
ATED WIDELY, BUT SO HAVE TOURISTS' UoAiJi A.\B HOW THEY TKAVEL 

(By Phyllis Meras) 

Long-meraoried readers may recall, an this dciwrtnient did the other day. 
that every si)ecial travel section since V.UH has carried a "What the Trii> Will 
Cost"' column. This is a compilation of sample holiday excursions at home and 
abroad, listing the prices of hotel accomuiodations, transportation, meals, tips, 
taxes, and the other ingredients of plea.sure tnivel. 

()iie long-meuioried and highly cost-con.s<>lous reader-tourist did recall, and 
raised the direct question, "How do prices in the 'What the Trip Will Cost' 
column today compare with those liste<l in the early years of this feature?" 

There is no simple, direct answer t.o this que.stion. Some travel costs have 
gone up. Some have gone down. Some have multiplied manifold. Some have 
remained fairly close to their immediate iK)stwar levels. 

ALL FOR   tS54 

For example, when the travel section instituted the "What the Trip Will 
Co.st" coiunm, a tourist could take a 34-day steamer trip from Ix>ndon to Norway, 
tour Scandinavia by motorcoach, stay in first-class hotels and eat three meals 
a day. all for $554. 

If the same trip were offered today, it would cost .$3(K) more. But it would 
aLso cost $14."> lees to fly from New York to London to join tl>e tour and return, 
and the one-way flight time is 9 hours shorter. 

In 1948, it was the adventurous and extravagant traveler. Indeed, who toured 
the Pacific. It took 28 hours to fly from New York to Honolulu, and this 
involved a change of planes. There was only one price for the trip in 1948— 
$317.8."). Today's tourLst can be in Hawaii in 12 hours from New York, and the 
fare is $243.70. 

Such i)opular tourist stops as Tahiti and Samoa were virtually unknown in 
1948. In that year, fewer than 2,000 Americans visited Australia. Last year, 
more than 8,000 did. 

Americans who went abroad in 1948 si)ent most of tieir time In Western 
Europe—France, England. Switzerland, Belgium, and the Netherlands. Italy 
had not yet recovered sufliciently from the war to be a popular tourist si»ot, 
and Greece was In the throes of a civil war. 

FOND OF  LAtntENTIASS 

Tourists who stayed in this hemisphere were fond of the Laurentians and of 
cross-country train trips to the Grand ('nnyon and the national parks. Few 
visited Mexico (320,000 in 1950, against 910,000 in 1963), and the Caribbean was 
jast coming into its own. 

But in the places that Americans did go in 1948, this is the way that costs 
compare with those of today. 

In 1948. a double room in a top Paris hotel was listed at .$8.75. The same 
room today is .$20. A similar room in Geneva was $10 then; today, it is $20. 
The transatlantic ship traveler who landed in Cherbourg could get to Paris by 
flrst-class boat-train for $6; today, he pays $13. A first-class meal in Zurich 
cost $1.85 in 1948.   Now it is $3.70. 
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The 1963 traveler to Europe and the Middle East is estimated by the European 
Travel Commission to have stayed 45 days overseas on each trip (he Is likely to 
have made more than one a year), and to have spent $826, exclusive of land 
transportation. In 1955, when the commission made a comparable study, the 
average traveler's expenditures were $44 more, but he stayed a week longer. 

COSTS   COMPARED 

Today's ship traveler, incidentally, spends more on land, as well as on crossing 
the Atlantic, than the air traveler does. In summer today, the seagoer's land 
costs are likely to total $1,121, against the $762 the air traveler spends. 

International air fares have gone down since the 1940's, but ship fares have 
gone up. In 1(M9, a one-way, tourist-cla.ss berth. New York to Southampton, cost 
$165. Today, the minimum high season (midsummer) rate in tourist class is 
$234. 

In 1949, however, there were no reductions for round-trip ship travel, while 
today, there is a 5-percent discount. There are also 25-percent reductions on 
30-day excursions—they are not offered in high season—and 15-percent reduc- 
tions that e.\tend 2 weeks into the high season. None of these reduced rates 
exi.sted in the late 1940's. 

Foreign rail travel is one form of tran.sportation in which prices have risen 
sharply. Scandinavian rail fares have increased about 40 percent since the 
1940's: Italian fares, 65 to 75 percent; Swiss fares, 25 percent, and French fares, 
about 33 percent. 

Offsetting these increases was the Introduction of special tickets like the 
Kurailpass, established in 19.59. The Eurailpass allows a month of unlimited 
first-class rail travel in 13 European countries for $130, 2 months for $175 and 
3 months for $205, provided the "pass" is bought in the United States. 

In addition, European trains have improved considerably in number, design, 
decor, comfort, and speed. For example, there are now double the number of 
trains running between Slilan and Florence as there were in the late 1940's. 
There are also dome cars for better sightseeing and more express trains through- 
out Western Europe. 

In 1957, trans-European expresses were Introduced. These are first-class 
trains connecting the major cities of Western Europe, and making a minimum 
of stops. For example, the Zurich-Paris TEE stops only at Basel and makes 
the run in 5 hours. This is in contrast to the 7 or 8 hours an ordinary express 
takes and the eight or more stops it makes. 

The traveler who spent his vacations in this country In the late 1940's also 
paid considerably less for his rail travel than he does now. In 1949, the average 
passenger paid 2.452 cents a mile. In 1963, he was paying 3.178 cents a mile 
on domestic railroads.    But there are more excursion fares now. 

A 2-week, all-inclusive rail trip from New York to the Grand Canyon cost 
$4.">4.!m in li»49.    Today, the same trip costs $741.11. 

In 1948. the New York-Miami round-trip bus fare was $.36.85. Today, it Is 
$72.75. A 13-day motor coach tour to Quebec and the Gaspe Peninsula was 
listed at .«2.'>5 in 1948; the comparable trip today is $:i.35. 

But the average personal income in the United States to<lay is double what 
it was 17 years ago. according to the Department of Commerce, and the overall 
cost of living has risen 24 i>ercent. 

While International air fares have decreased in the last 17 years, domestic 
fares have ri.sen. In 194S, the propeller plane fare from New York to Miami was 
$6K!t0 in the only available class, which was first. Today, the one-way. first-class 
jet fare is $94.40. The jet coach fare is $71.90. There was. however, no night 
coach available then.    The price of a night coach flight to Miami today is $.J6.5.5. 

But the trip in 1948 took about 5 hours, in contrast to today's 2Mj hours by 
jet. 

The Federal tax on domestic air travel in 1948 was 15 percent; it is now 5 
percent. Bnt there were greater family plan .savings in 1948. On a New York- 
San Francisco trip, the family plan discount was 50 jiercent; today it is only 
25 percent, although it is now available Monday to Friday. In 194S, it was 
available only 3 days a week. 

A 1948 survey of 400 hotels across the country disclosed that the average rate 
for a single room was $5.98. In 1963, a similar survey put the price at $11.27. 
Hotel oflJcials emphasize, however, that accommodations have greatly improved 
through the years. 
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A comparison of specific trips—^tben and now—^follows. 
EIGHT DAYS TO THE MARDI OBAg IN   IMt EIGHT DAVS TO THE HAKDI DBAS IN INS 

Ne»- Y.rk te Ntw Orl«n». roun* trlji by rmll (lower New York lo New Orleaiw. round trip ky ml ire- 
kerthl.  TrtiuportiUon.   hotels   (no  mealll.   » dining   .«e»t   one   w.y   ind   «   roomette   the 
motor-comch trip to Blloxl uid »dinl«jion» ar? other).   TraiuporUUon. hetelj. a motor-CMrh 
Included In the over-iJl nUniinum price 1257.57 trip to Blloxl. two meils. Hihtseelnj and ad- 

missions are Included In the over<all minimum 
price      (32>r7 

roCKTEEX DAYS TO MEXICO IN IMf FlfTEEN DAYS TO  MEXICO DJ   IMS 
New York to Mexico City, reund trip hy air  1302.11  Now York to Mexico City, round tnp economy Jet .   P54.00 
This lour continues to Acapulco by air and r«tumi Thij tour continues by motor-coach to Toluca, San 

to Mexico City by moter-coach.   Transport*- jose Purua. IxUpan. Taxco, Acapulco. Cuem- 
tion. hotels, meals. slRhtscelng and admi,s5lons avaca.    Fonin.   Tehuacan   and   Puebla.   Land 
are Included In the over-all price.  Vtl.li transportation, holeli, loroe meals, slghtaeein^ 

„ . . ...ft -- and  admissions  are  Included  In  the orer-aii 
ToUl   MJ».M prt„     t32<00 

Total     (STS.0O 

TW-ENTY-SIX DAYS TO ECROPE IN IM) TWENTY-TWO DAYS TO ErROPE IN 1»M 
New York to London, round trip by air (only one j;^ York  to London,  round trip by  let.  21-day 

class). This tour continues, by rail, motor-coach excursion rate.  ThU tour contmuea by motor- 
and jteamer, to the Shakespeare country, Au«- ^oach   to   Brussels,   Luxemboun;.   alonit   the 
iria. -Marken and Volcndara (the Nelherlandil, nhlne. Swltierland. Venice. Florence and Rome. 
Brussels. Luxembourg.  Switzerland and Paris. u,e hill towns ol Italy. Nice and f^ris. Trans- 
Tran^portalion. hotels, all meals except In Pa.-is portatlon. hotels, most meals, slghuteeing and 
and London (where only breakfast Is served), admissions ar« included in the over-all price..   ISM.OO 
aitlttscelnff and admissions are included In the 
over-all price Sl.148.0O   

THIBTY-SEVEN DAYS TO El'ItOPE IN IMl FORTY-TWO DAYS TO ECROPE IN 19« 
New York to Cherbourg by luxury liner, tourist New York to L« Havre, round trip by luxury liner. 

cla.^s.    Return   from   Southampton.    By   ship, tourist class.  By air, rail and motor-coach, this 
train and motor-coach, this tcjr continues lo tour continues to Paris,  the Riviera,  Rome, 
Normandy,  Brittany.   Paris,   Bern.   1-ausanne, Napica, Sorrtnto. Capri, Florence. Venice. Inns- 
Interlakcn, Lucerne, Basd, Luxembourg, Brus- bruck,   Vienna,   Lucome,   Wiesbaden,   Cologne, 
sels.   Antwerp   and   London.    Transportation, Brussels, Amsterdam and London,  Transporta- 
hotels withaut bath, all meals except in Paris tlon, hotels, breakfasts, dmners,  some lunch- 
and London (where only breakfast is Included). eons, sightseeing and adnussloiu arc included in 
sightseeing and admissions are included in the the over-all price $1,846.00 
over-all price  11,190.00 

TWENTY-ONE DAYS TO WEST I.NDIES DT 104> TWENTY-ONE DAYS TO WEST INDIES IN INI 
New York te St. Thomas, round trip by air     I223.M   New York to St. Thomas, round trip by air    8139.50 
Five days at hotel in Charlotte Amalie, 812 -a day Five days at hotel in Charlotte Amalie. 830 a day 

(with meals)   ,,,.      60,00 (two meals)        1^0.00 
St. Thimas to St. Crolx, round trip by air       ll.oo  St. Thomas to St. CroU, round trip by air.        12.00 
Five days at hotel on SL Crolx. 810 a day (with Five dajs at hotel on BL Crolx. 824 a day (two 

""al»l           0000 meaU)          12O0O 
Steamer (rem St. Thomas ta SL John, round trip..,         6,00 Steamer from SL Thomas lo St. John, round trip .       10.00 
Stop-over at Puerto Rico, five days at hotel (with Stop-over at Puerto Rico, five 4ays at hotel (two 

meals)           T5.00     meals)      100.00 
Sight-ieelng tour through San Juan, two and one- Sightseeing tour through San Juan, two and one- 

half hours         8.50         half hours         4.00 
Half-day motor trip In Puerto Rloo         0.0O Half-day motor trip In Puerto Rico  7.50 

Total       8434.00 Total ,    8543.00 

ELEVEN DAYS TO SWITZERLAND IN U4a ELEVEN DAYS TO SWITZEBI-AND IN 1««» 
New York to Zurich, round trip by air   853S.T0 New Tor* to Zurich, round trip by air (economy. 
Zurich to St. Morita, round trip by train       16.00 off season)  - 8478 SO 
St. Mortti accommodations, with meals, for five daya     80,00 Zurich to SL Mortti. round'trip by iraln.lnonth'-ioiig 
Zurich to St. Anton. Austria, round trip by train...      lO.OO hotldav ticket                                                              sn'ja 
St. Anton accemniodatlons, with meals, for four days       20.00 gt „„rtU accommiditlmi; Wlthme.l.: toflvi'diyi      " 00 

Zurich to St. Anton, round trip by train, firat class       13.60 
~°'" •   8626.70 BL Anton aoconmodatlona. with meaU. for four days     84.00 

T*t«l     80K.8S 

APPENDIX D 

THE  IjNiTEa)  KINGDOM'S   SHIPPING  CONTEACTS  AND  COMMERCIAL   DOCUMENTS 
ACT OP 1964 

• *••••• 
"2.—(1) If it appears to any Minister of tlie Crown authorised to act under 

this section— 
(a) that any person in the United Kingdom has been or may be required 
to produce or furnish to any court, tribunal or authority of a foreign coun- 
try any commercial document which Is not within the territorial jurisdic- 
tion of that country, or any commercial information to be compiled from 
documents not within that jurisdiction; and 
(b) that the requirement constitutes or would constitute an infringement 
of the jurisdiction which, under international law, belongs to the United 
Kingdom, 

that Minister may give directions to that person prohibiting him from complying 
with the requirement in question, or from complying with that requirement except 
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to such extent or subject to such conditions as may be specified In the directions. 
(2) The following Ministers are hereby authorized to act under this section, 

that is to say a Secretary of State, the President of the Board of Trade, the 
Minister of Aviation, the Minister of Power and the Minister of Transport. 

(3) For the purposes of this section any request or demand for the supply of 
a document or information which, pursuant to the requirement of any court, 
tribunal or authority of a foreign country, is addressed to a ijerson in the 
United Kingdom shall be treated as a requirement to produce or furnish that 
document or information to that court, tribunal or authority, and directions 
under this section may be given acordlngly for prohibiting compliance therewith. 

(4) In this section "commercial document" and "commercial Information" 
mean respectively a document or information relating to a business of any de- 
scription and "document" includes any record or device by means of which 
material is "recorded or stored." 

"3.— (1) Any person who wilfully fails to comply with section 1(2) (a) of this 
Act or contravenes any directions under this Act shall be liable on conviction on 
indictment to a fine which, in the case of an individual, shall not exceed £1,000." 

APPENDIX E 

COUPABABLE  RATE  PBOVISIONS  OF  SOME  MAJOB  BILATEEAL  AVIATION 

AOBEEMEXTS CUBBENTLY IN  FORCE 

Canada-Franoe {»\gned at Ottawa 1 August 50) 
Article VI, paragraph 8: 

"(8) If agreement has not been reached at the end of the thirty (30) day 
period referred to in paragraph (4) above, a disputed toll on the agreed services 
shall remain in suspension until the dispute shall have been settled." 
Canada-Mexico (signed at Meatioo City 21 December 81) 

Article XI, paragraph 7: 
• ••••• • 

"a) If under the circumstances set forth in paragraph 4 no agreement can 
be reached prior to the date that such tariff would otherwise become effective, 
or 

"b) If under the circumstances set forth in paragraph 5 no agreement can 
be reached prior to the expiry of sixty (60) days from the date of notification: 
then the Contracting Party raising the objection to the tariff may take such 
steps as It may consider necessary to prevent the inauguration or the contin- 
uation of the service in question at the tariff complained of, but the Con- 
tracting Party raising the objection to an existing tariff shall so notify the 
other Contracting Party thirty (30) days before the effective date of the action 
it intends to take to prevent the continuation of the service in question. The 
Contracting Party raising the objection shall not require the charging of a tariff 
higher than the lowest tariff charged by its own airline or airlines for comparable 
services between the same pair of points. 

"It is understood that the procedure provided for in paragraphs 4, 5 and this 
paragraph shall be applicable only in case of extreme conflict between the desig- 
nated airline and the aeronautical authorities concerned. Normal cases In 
which approval of tariffs Is withheld due to failure to comply with certain re- 
quirements on the part of the designated airline seeking the approval, or due to 
certain modifications in the rules which apply domestically, can always be solved 
directly between the designated airline and the aeronautical authorities con- 
cerned." 
Canada^Vnited Kingdom (signed at Ottaioa on 19 August 49) 

Article VII, paragraph 8: 
• •••••• 

"(8) Each Contracting Party shall, within the limits of its legal powers, en- 
sure that no tariff filed under paragraph (4) of this article shall come into 
effect as long as the aeronautical authorities of either Contracting Party are 
dissiitisfled with it." 
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Japan-United Kingdom (sinned at Tokifo S9 December 52) 
Article 11, paragraph 5: 

"(5) No new tariff shall come into effect if the aeronautical authorities of 
either Contracting Party are dissatisfied with it except under the terms of para- 
graph S of Article 14 of the present agreement. Pending determination of the 
tariffs in accordance with the provisions of the present Article, the tariffs already 
in force shall prevail." ' 

(Summary of Canada's Situation in the "Chandler Cri«i«."—Senate Report 
473, 88th Congress, and the entire record of the hearing before the House Com- 
mittee in 1964 are replete with references to the more favorable situation in 
which Canada found itself in the "Chandler crisis." Canadian statutes do offer 
rate-flxing ix)wer. Hut, Canadian bilaterals provide only for susjiension of a 
disputed rate. See above provisions of Canada's bilaterals with France and the 
United Kingdom. The French and the British were not helpless at the hands 
of the Canadians. They could have suspended a rate disputed by Canada dur- 
ing the crisis if that was where the battle was in 1963. But, it wasn't where 
the battle was—the battle was with the United States, and the United States won 
it in the only way possible—through negotiation.) 

Mr. FRIEDEL. Mr. Pickle. 
Mr. PICKLE. Mr. Tipton, I want to ask your opinion with respect to 

the powers of the other countries who are members of I ATA. Do 
they, in your opinion, have the power to lower rates, change rat€s 
now? 

Mr. TiPTOX. We made a study of this question, Mr. Pickle, as best 
we could, based on the examination of foreign laws. We fovuid that 
there are four countries that have the power that the Civil Aero- 
nautics Board is asking for here. 

I read them in my main statement. It is Canada, Saudi Arabia, For- 
mosa, and the Philippines. Those four countries have this power, and 
that is all. 

Now, in further answer to your question, the power that the coun- 
tries exercised in dealing with this Chandler crisis about which Mr. 
Ferguson talked, the power those governments were exercising was a 
power they have to grant or denj' the right of a carrier to come to their 
country. 

Our Government has precisely the same power. Section 402 of the 
Civil Aeronautics Act provides that no foreign carrier can come to 
the United States without a permit issued by our Govermnent. 

Now, that particular legal provision is almost universal in its ap- 
plication. So the governments, for example, the United Kingdom, 
said to our carriers at the time of the Chandler crisis, so-calle-d, ''We 
will cancel your permit unless you change your rates." 

Well, our Government lias that power also because they have the 
power under section 402 of the Civil Aeronautics Act to deny the 
entry of foreign caiTiers to the United States without a pennit. 

They have the power there to attach conditions to those permits. 
So, far from l)eing helplass, the United States has the power to deny 
a carrier the riche,st air transport market in the world. 

Mr. PicKU,. These four countries you mentioned, does their power 
stem primarily from the fact that they can either deny or grant 
entry, rather than with respect to rates ? 

' Parftfrrnph 3 of Article 14 referred to herein Is n siibstjintially standard arbltrntlon 
provision for nn nndertakinp by the Contracdng Parties to comply wltli any decision 
rendered by the arbitral tribunal provided for In Article 14, paragraph 2. 
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Mr. TiPTON. In the case of the four countries that I referred to, 
their powers are direct statutory enactments giving them the power 
to fix rates. 

Mr. PICKLE. AS well as the entry ? 
Mr. TiPTON. As well as the entry. 
Mr. PICKLE. Yesterday Mr. Boyd testified that Great Britain had 

authority and, in effect,'said that every one of these countries had 
that authority. 

Mr. TiPTOX. Our searcli indicates that the authority of the kind 
that the Board is asking for here is possessed by these four coun- 
tries, and that is all. Now, I don't want tn stake my professional 
reputation on that Ijecause researching in foreign laws is hard. We 
found only four. I think what Mr. Boyd was referring to again was 
tliis power to deny entry. 

Mr. PICKLE. He might have been just thinking in terms that they 
asserted that they had that power. Well, now vou are saying to me^ 
in effect, that even if we were to pass this legislation, we still must 
go througli the process of other countries agreeing to the rates, that 
it must still be a multilateral agreement or negotiation, and that no 
formal hearing on our part by the CAB could just automatically put 
this into operation. 

Mr. TiPTON. That is my position.    I am convinced of that. 
Mr. PICKLE. You are saying that each government is sovereign 

in itself, in its own self, but, if each government were to set rates, 
then we would be involved in a series of strong and perhaps even 
\-iolent disputes on rates, and that one government would then be 
vying with another. 

Mr. TiPTON. Exactly. 
Mr. PICKLE. And, in your opinion, the present system is l)ett€r 

than to pjiss new legislation ? 
Mr. TiPTOx. I am convinced of that. 
Mr. PICKI^. I have one other question. AVith respect to reduction 

in rates, c^n you tell me or recall how many cases of reduction in 
rates or increases in rates have occurred over a period of 10 years? 
Has there been any material reductions ? 

Mr. TiPTON. There have been material reductions in rates over a 
10-year period. 

Mr. PICKLE. IS the trend gi'adually a.downward trend in fares? 
Mr. TiPTO>f. The trend is a gradual do^vnward trend. Tliis 

gradual downward trend has been the reason for the great expansion 
in air transportation, and the U.S. can-iers would expect that that 
gradual downward trend would continue. 

In the record of last year's hearings, I gave an indication in 
precise tenns of how this gradual downward trend had taken place 
in the transatlajitic, which, of course, is the largest air transport 
market in the world. 

Between the period 1046 to 1951, the lowest one-way fare New 
York-London at pejik summer season, the most prevalent rate, was 
$350. 

From 1952 to 1957, the range was $270 to $290. The most preva- 
lent was $290. I cannot work percentages that fast, but that is 
almost down 20 percent during that period.    From 1958 to 1964, 
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the range has been from $240 to $255; so that, -we have had a constant 
downward trend during that period. And we have an excursion 
fare now which is available for specific periods, of $300 round trip 
as compared with the range I just mentioned of $250 one way. 

So that, those rates are coming down in a variety of different ways. 
The reason I presented tliese figures in this way instead of giving 

you exact figures month by month is that the Atlantic is marked as 
are other routes, with a variety of fares put into effect in an effort 
to meet the marketing problem. 

Off season, fares go down some. One of the objectives of the 
carriers, and all of them, would be to eliminate this peaking on the 
translantic. For example, if they could persuade people through 
fare reductions in offpeak seasons to go during offpeak seasons, they 
will level out that peaking problem. 

It is quite clear that fares are coming down. We see no reason 
why that trend should not continue. Those fares have come down, 
of course, when the Board had no rate fixing authority at all in the 
international field. 

Mr. FRIEDEL. Mr. Devine. 
Mr. DEVINE. Thank you, Mr. Chairman. 
I think that, Mr. Tipton, is also demonstrated by your appendix C 

which is attached to your statement, the New York Times article 
of January of this year, which points out that, in one instance on a 
flight from New York to Honolulu, it took up 28 hours in 1948 but, 
as of January this year, it takes 12 hours, and the price is down 
about $175. 

I think people understand that more than the figures per pas- 
senger-mile. It demonstrates that this can be done and is bemg done 
without giving all of this additional power and authority to the 
Board. 

I think, Mr. Tipton, that this is an outstanding statement. It is 
concise and objective and adds immeasurably to the record. 

Mr. TIPTON. Thank you, sir. 
Mr. FRIEDEL. Mr. Ronan. 
Mr. RoNAN. Mr. Tipton, what is your position on the phase of the 

bill that requires the President's approval in the event that the CAB 
recommends a change ? I do not believe that this was in the Senate 
version of the bill. 

Mr. TIPTON. NO, it was not in the Senate version of the bill in those 
terms. The present bill requires the Board's action in fixing a rate 
to be subject to the President s approval. Court decisions dealmg with 
similar provisions of the Civil Aeronautics Act have held that, under 
those circumstances, the Civil Aeronautics Board actually becomes an 
adviser to the President. 

So that a rate order in this instance would be advice to the President. 
I find that question a difficult one because I am pulled in two direc- 

tions. First, it always bothers me to have a regulatory agency subject 
to Executive direction, but, in this instance, it is so clear that the exer- 
cise of this power would provoke such an international ruckus that it 
would be hard to argue that the President should not have the power 
to exert some supervision here. 

Since he constitutionally is the country's representative in foreign 
affairs, it would really be hard to argue against having that sub- 
jected to his supervision. 
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Mr. RoNAN. Also would that not eliminate a lot of time in court 
actions ? 

Mr. TiPTON. As far as the court decisions are concerned, that is even 
harder to answer because, while the cases have held that the courts 
will not review these presidential decisions, and that is what the 
Waterman case held, it has never been completely clear what the 
courts would do with procedural questions under that; so that I can- 
not answer your question flatly. 

Mr. RoNAN. Thank you. 
Mr. TiPTON. I should add, Mr. Chairman, that the fact that the bill 

provides for presidential approval of these rate orders makes it, in my 
opinion, quite clear that the domestic power to fix rates and this pro- 
posed international power are not comparable. 

They are obviously not comparable. They are two quite distinct 
powers. That being the case, it would be most unlikely that the 
enactment of this legislation would actuate paragraph (e) of the Ber- 
muda Agreement. 

Mr. FRIEDEL. Mr. Callaway. 
Mr. CALLAWAY. Thank you, Mr. Chairman. 
Mr. Martin testified a few minutes ago that actions under the lATA 

agreement had to be unanimous. If that is the case, why would TWA 
agree to the abandoning of in-flight entertainment and things like that ? 

Mr. TiPTON. I am not exactly sure what all the considerations were. 
Mr. CALLAWAT. There might have been some pull and take in that, 

but TWA did in the final run have to agree to this ban. 
Mr. TiPTON. They did agree to the ban, as I understand it. 
Mr. CALLAWAT. I am particularly interested in getting back to 

what might happen if this bill is passed. You have indicated that 
four nations definitely have the legislative authority sought in the bill. 

Do you know of any case where any of these four nations has exer- 
cised this authority on a unilateral basis? 

Mr. TrPTON. No. I know of no case and, actually, I do not think 
they could, because all of them hare entered into bilateral agreements 
with other countries in which they have said that, in the event there is 
a dispute, the disputed rate will be held in suspense while the dispute 
is going on. Consequently, whatever power they might have had 
under that statute, they have recognized cannot be exercised in the 
absence of agreements by the foreign country concerned with their 
action, whatever it is. 

Mr. CALLAWAT. Well, this is the point I am trying to get at. It is 
my impression from Mr. Boyd's testimony that what he has in mind 
is this: If the CAB determines that in the Pacific today the rate is too 
high, they will issue a rate determination requiring lower rates in this 
particular are^i, and that will then he binding on the U.S.-flag carriers 
and foreign-flag carriers on that particular route; and, as I understood 
it from the way he talked, this would probably be done unilaterally 
and would be binding on everyone on that route. 

Is that your feeling from the testimony. 
Mr. TiPTON. That is what I gathered from the testimony too, and 

I think he was vastly oversimplifying what the results of action imder 
this legislation in the Pacific would be. 

Mr. CALIJAWAT. This is my question.   If this were done, and I think 
we might get back to the Atlantic because the principle is the san? 
and that is where we have had the trouble, if this were done in ' 
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Atlantic, if we re<}uired that all carriers coming into Idlewild, say, 
had to abide by this rate, would it not be just as sensible for London 
and Paris and everyone else to set up their rates, and you would have 
people coming one way with one rate and another way with another, 
and in the middle of the ocean you would have to change rates? 

Mr. TiPTON. Your comment goes right to the heart of this legisla- 
tion because, if the Unitetl States has the power, otlier governments 
have the power too; and, as far as the carriers are concerned, we would 
be caught between them in an impasse. 

Mr. CALT-AWAY. Could not we require of every plane landing in 
Idlewild to have a certain rate and could not the TTnited Kingdom 
require every plane landing in London to liave a different rate, and 
we say no plane landing in Idlewild could land without this rate, and 
they say no plane landing in London could land without that rate and, 
in effect, it could not be arbitrated ? 

Mr. TrPTOx. That is exactly right. 
Mr. PICKLE. Would the gentleman yield ? 
Mr. CALLVVWAY. I yield. 
Mr. PICKLE. HOW would the members of lATA feel about this pro- 

posed legislation? Do the other flO members favor or not favor this 
legislation, or are they familiar with it ? 

Mr. TiPTON. I cannot report, obviously, from di-scussion with them, 
but I think it would be reasonably clear that they would feel that 
the legislation was unsoimd because it, in effect, tends to or purports 
to relegate to the United States the power to determine their rates not- 
withstanding their judgments as to what their rates are to be. 

Mr. PICKLE. Is Great Britain the largest carrier member of lATA 
outside of the United States ?    It is one of the largest, is it not ? 

Mr. TiPTON. BOAC is one of the largest. I am sure. 
Mr. PICKLE. Mr. Boyd testified yesterday that Great Britain in- 

sisted to us that section (e) be passed, that they favored this legis- 
lation. Are you in possession of facts sufficient to make a statement on 
that? 

Mr. TiPTON. Yes. I think on that point that Chairman Boyd was 
referring to the negotiations at Bermuda in 1046 where the two Gov- 
ernments met and developed the Bermuda agreement. 

Mr. PICKLE. I see, and not with respect to the present legislation ? 
Mr. TiPTON. I am sure it was not with respect to the present leg- 

islation. 
Mr. PICKLE. Thank you. 
Mr. TrPTON. Actually, I have to go a little further with that or I 

will leave the wrong impression. Even at Bermuda the British 
were not insistent upon (e). The T'nited States was the one that 
pressed (e).  There is a long history to that. 

Mr. CALLAWAY. Mr. Tipton, I believe you said that you represent 
10 foreigji ser\'ice airlines. Is your testimonj' unanimously the opin- 
ion of these 10 carriers? 

Mr. TTPTON. It is. 
Mr. C.VLLAWAY. I have no further questions except to say that I 

am tremendously impressed with the objectivity of your testimony 
and I think it has refuted the statements that the only reason the air- 
lines were objecting was because they wanted to maintain unduly 
high profit levels. 
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I think it has refuted these very objective!}', and I hope vee will 
have a chance to hear from Mr. Boyd, either by letter or in person, in 
answer to some of the specifics that you brought out in your testimony. 

(See p. 36 for Mr. Boyd's reply and additional statement.) 
Mr. TrpTON. I appreciate very much your saying that because I was 

awfully anxious to refute, as clearly and as fully as I could, that 
Mr. FRIBDEL. Mr. Tipton, I want to commend you on your very 

fine statement. 
Mr. TIPTON. Thank you. 
Mr. FRIEDEL. There is one thing that puzzles me. When you have 

the President of the United States, the head of the CAB, Mr. Ferguson 
from the Bureau of Economic Affairs of the Department of State, 
and Mr. Martin, the Under Secretary of the Department of Commerce 
all in favor of this bill, and you also mentioned that four countries 
do have this type of legislation, and you have failed to mention the 
companies that are owned by their governments so that evidently they 
have this type of legislation since they are owned and operated, sub- 
sidized by their governments, why should we be at a disadvantage 
from these other countries that do have this privilege ? 

Mr. TiTTOX. The short answer to that is that we are not at a dis- 
advantage. The United States is in a very powerful position as far as 
the rate problems are concerned. They have the power, under section 
402, to condition the permits of foreign-flag carriers to meet the rate 
objectives of the U.S. Government in the same way that other govern- 
ments have the right to take similar action with respec-t to our permits. 

Now, if tliere is any doubt wlietlier the Board does have that power 
under section 402, and I do not think tliere is although they doubt it, 
then, if tliere is a doubt, I would suggest that the committ^*, being 
the detenniner of policy here, recommend legislation to clarify 402. 

But they have that jjower and there is no stronger power than that 
one because, in a negotiation with a foreign country if the United 
States gives any evidence whatsoever that they would be prepared to 
deny to a foreign-flag carrier the tremendous U.S. travel market, that 
would be regarded as putting the United States in a very strong 
bargaining position. 

I just disax^ree heartily with the contentions which have been made 
by these gentlemen from the Government that they are or were power- 
less. The very fact that they are not powerless is indicated l>y the fact 
that, while it took them a little while, they ultimately in the Chandler 
exchange won the argument. 

Mr. FRIEDEI,. I asked that same question specifically to Mr. Fergu- 
son. I asked him what recourse we had when this incident happened 
in 10fi3, and he said we were powerless, or words to that effect. 

Mr. TirroN. In the record of last year's hearings, I argued this 
question far more fully, witli CAB opinions attached, and the like. 
We are clear on it. 

Mr. FRIEDEL. YOU were here this morning when Mr. Martin, the 
Secretary, made this statement, "In general, foreign governments 
exercise their power to control rates and practices in air transporta- 
tion to and from their individual countries." Then he went on further 
to say, "Consequently, American-flag carriers are at a disadvantage in 
negotiating fares at lATA conferences since this Govemment has not 
pi'ovided itself with a means of exercising its power in this area." 
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He made that statement here this morning in speaking in support 
of H.K. 465. 

Mr. TiPTON. On that, I would just have to disagree because in I AT A 
the U.S. carriers are not at a disadvantage in negotiating with the 
carriers of other governments. Thw are in an equal position with 
them, and the fact that the United States does not have this specific 
Eower to fix rates is of no importance in this bargaining balance 

ecause, as I pointed out, the specific power to fix rates for the foreign 
carriers is a fairly limited power. 

Our Government, as far as governmental power is concerned, has 
the same and as effective a power to deal with foreign-flag carriers as 
the foreign governments have to deal with us. 

Mr. FRIEDEL. I want to thank you, Mr. Tipton. 
Mr. Tirrox. Thank you very much for your attention. 
Mr. FRIEDEL.. The record will be kept open for 5 days for any addi- 

tional statements. 
The meeting is now adjourned. 
(The following material was submitted for the record:) 

SEABOABD WOBLO AIRLINES, INC., 
Jamaica, N.T., May 6,1965. 

In re H.R. 465, a bill to give the CAB power to regulate the rates and practices of 
U.S. and foreign air carriers engaged in foreign air transportation. 

Hon. HARLBTT O. STAOQEBS, 
Chairman of the 8uhcomm.ittee on Transportation and Aeronautics of the 

Committee on Interstate and Foreign Commerce, Bouse of Representatives, 
Washington, D.G. 

DEAR ME. CHAIRMAN : I am writing to you on behalf of Seaboard World Air- 
lines, Inc. 

Seaboard World Airlines is a U.S.-flag scheduled all-cargo airline, certificated 
by the CAB between points in the United States and Europe. The company is one 
of the three U.S.-scheduled transatlantic /lirllnes. We are members of lATA, 
but resigned several years ago from ATA. In our role as a U.S. international 
carrier, we operate in accord with the bilateral agreements negotiated between 
the United States and foreign governments, and consequently have a very direct 
interest in the proposed legislation. 

We appreciate very much the opportunity to submit our written comments for 
the record in support of H.R. 465, and would have presented these comments in 
direct testimony except for the fact that we did not realize hearings were talking 
place in this matter until It was too late to present direct testimony. 

Seaboard World Airlines supports completely and in every respect the admin- 
istration and the Civil Aeronautics Board in urging adoption of H.R. 465 which 
would give the CAB power to regulate the rates and practices of the United 
States and foreign air carriers engaged in foreign air transportation. 

We have read the statement of Alan S. Boyd, Chairman of the Civil Aeronau- 
tics Board, before your committee, and we fully endorse this CAB statement. 

The CAB'S statement makes it abundantly clear that the CAB has caught on 
to the game that has been played by the U.S.-flag passenger airlines on the trans- 
atlantic and transpacific routes, to the detriment of administration policies for 
lowering prices and expanding business generally. These passenger airlines 
have used lATA as a front to hide from the CAB and the traveling public gener- 
ally the fact that they are keeping fares at unjustifiably high levels, without giv- 
ing the traveling public the benefit of the efl3ciencies and economies that have 
come about as a result of the Introduction of the greatly Improved Jet aircraft. 
Chairman Boyd says, on behalf of the CAB, "The carriers object because they 
would prefer to be free of Government regulation in order to be able to continue 
to charge unduly high fares to the detriment of the traveling public." We agree 
with this statement, from the point of view of an airline that sees lATA from 
the inside. 

At another point the CAB statement says, "At the present time. In the absence 
of ratemaking powers, the Issue of lower rates can arise only If U.S.-flag carriers 
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Choose to propose such rates." From our point of view, we know that this, also, 
Is true. In the transatlantic cargo business, Seaboard World Airlines, even 
though It is a small carrier without very much bargaining power in lATA, has 
been able to reduce airfreight rates considerably. The airfreight rate of return 
has declined by about 50 percent in the past 10 years, and about 33 percent in 
the past 4 years. Meanwhile, there has been very little change over the years in 
the passenger fares jMiid for equal accommodations. 

We would say that even where there is a small aggressive U.S.-flag airline 
interested in bringing down the rates and fares, it still is desirable for the 
CAB to have the ratemaliing power it is requesting in H.R. 4(55, because if the 
U.S.-flag carrier cannot get agreement on the fares and rates desired at a 
particular conference meeting of lATA, there may result an "open rate" situa- 
tion. In this case it is essential for the U.S. Government to have some measure 
of control over the rate and fare structure in the absence of an lATA agreement. 
When the lATA rates are "open" every other government is able to take action, 
but In the absence of H.R. 465 no one agency of the U.S. Government feels em- 
powered to take similar action. 

We agree with the CAB that in the absence of the ratemaking powers, the 
Issue of lower rates can arise only if U.S.-flag carriers choose to propose such 
rates. We would add only that If the United States should get a U.S.-flag carrier 
on these routes which is willing to propose the proper rates In the public interest, 
it would be good for the CAB to have the ratemaking power, also, so as to back 
up its carrier. 

We have also had the opportunity of reading the statement of Stuart G. Tipton, 
president of the Air Transijort As-soclatlon of America, before the committee. The 
ATA comments were made by someone who has never been to an I ATA con- 
ference, and we agree with the characterization of Chairman Boyd that they 
are largely in the nature of "red herrings" designed to obscure the fact that 
the entrenched U.S. International passenger airlines prefer to be free of Govern- 
ment regulation in order to be able to continue to charge unduly high fares to 
the detriment of the traveling public. One of the reasons Seaboard World Air- 
lines decided to resign from the ATA was its unwillingness to be a party to this 
type of misleading Government relations program. 

Mr. Tipton, In his prepared statement^ refers to the statistical data he 
presented to the subcommittee during its 1964 hearings in which he pointed 
out that the average yield per passenger mile for U.S.-flag carriers in Inter- 
national and territorial operations dropped some 35 percent from 1945 to 1964. 
This is a false and misleading statistic for two reasons. First of all, it in- 
cluded territorial figures. "Territorial" is not defined in the Federal Aviation 
Act. We must assume Mr. Tipton refers to "overseas" rates which are under 
control of the CAB, and which Influence the total downward considerably. The 
question involved In H.R. 465 Is foreign air transportation, not territorial (over- 
seas) air transportation Secondly, during the period referred to by Mr. Tipton 
several new lower classes of service have been introduced. The fares for these 
lower cla.ss services are lower than the original one-class fare that was in exist- 
ence In 1045. However, the lower fare has been obtained by squeezing the 
passenger into a fraction of the space allocated to him previously, by reducing his 
baggage allowance, and by taking away from him a number of the amenities 
that previously were provided. 

To draw a parallel, It is as though a man offers to sell us a Cadillac in 1945, 
and then offers to sell a Rambler in 1964. He then proclaims that the prices of 
automobiles are going down because the Rambler costs less in 1964 than the 
Cadillac In 1945, and because more people are riding Ramblers in 1964 than 
did in 1945. Both automobiles have improved In the intervening years, and so 
have airplanes. However, the new airplane operates at a lower passenger-mile 
coct 

The basic fact of the matter is that per pound of passengers carried, or per 
unit of capacity of space allocated to passengers, the international fares In 1964 
are Just about the same as they were in 1945. There has been no change. The 
International traveling public has been given no benefit of the tremendous 
economies that have come from the Introduction of efficient new jet aircraft. 
This Is in contrast to the rate reduction that has occurred in the tran.satlantic 
airfreight field, where Seaboard World Airlines Is a competitor and has spurred 
the lATA airlines to a lower rate structure, and has spurred the other U.S.-flag 
airlines to provide sufficient capacity so that the share of the transatlantic air- 
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freight market carried by U.S.-flag airlines is mucli higher than the share of 
the imssenger marliet carried by U.S.-flag airlines. 

In conclusion, we believe the proposed legislation is not only justified but re- 
quired. Also required is an aggressive economy-minded airline such as Seaboard 
World Airlines in the transatlantic pa.ssenger market, to help meet the public 
interest and the national Interest. Working together—^the airline and the rate 
legislation—the fares could be lowered, the U.S. share of tie market increased, 
more air^ilanes marketed by the U.S. aircraft industry, more foreign tourists 
attracted to the United States, more Jobs created for airline and aircraft person- 
nel, and a real increase shown in the growth of this industry so vital to the 
general U.S. economic picture. 

Thank you once again for affording us this opoprtunity of submitting for the 
record our comments In support of H.R. 465. 

Yours sincerely, 
JOHN H. MAHONEY. 

Seni&r Vice Pregiiicnt. 

CHAMBER OF COMMERCE OF THE UNITED STATES. 
Washington, B.C., May 7, /9C.5. 

Hon. HABLEY O. STAGGERS, 
Chairman, Suhcammittcc on Tran/tporiation and Aeronmitics, Interstate and 

Forcifin Commerce Committee, House of Representatives, Washington, D.C. 
DEAR CHAIRMAN STAGGERS : The Chamber of Commerce of the United States 

opposes the enactment of H.R. i&'t. This bill would authorize the Ci^il Aero- 
nautics Board to fix rates in foreign air transportation. 

The development of commercial air service between countries is predicated on 
several Lmjiortant milestones. Perhaps the most significant of these is the Chi- 
cago convention of 1944 which resulted in the estjiblishment of a multilateral 
agreement covering various aspects of commercial air oiwrations between coun- 
tries. One of the most imiwrtiint points laid down in this agreement was the 
recognition that each nation at all times has complete control over the immedi- 
ate airspace above its territorial limits and that no other country can use this 
airsjiace for conuuercial purposes without the consent of the resixK-tive govern- 
ment. Although many other worthwhile principles were agreed to by the signa- 
tories to this convention, they were imable to agree on the broad economic mat- 
ters i)ertaining to routes and rates. 

Becau.se of this, the nations involved turned to the bilateral agreement ap- 
proacli in the establLshment of air -service between countries. Most of the.«e are 
modeled after the .so-called Bermuda agreement entered into by the United States 
and the United Kingdom in 1946. Even thougli each agreement contains broad 
provisions concerning the approval or disapproval of rates in such service, the 
specific details for setting the rates to be charged have been left to the machinery 
of the International Air Tran.sport Association which is a nongovernmental orga- 
nization whose membership consists of air carrier management. Although the 
I ATA membership has had prolilems on occasion in arriving at an acc-eptable 
solution to certain rate problems, it is generally conceded to lie the best organiza- 
tion for settling matters of this kind. If rates cannot be agreed to under the 
lATA machinery then the respective bilateral agreements provide the necessary 
means for governments to settle the issue. 

In view of these developments, then, the imiwrtant question is not so much 
whether or not the CAB does or does not now have the power to fix international 
air rates, hut more preci.sely, whether or not by l>eing given such i)ower. with the 
pas.sage of H.R. 465, it will materially improve the overall rate situation. It is 
our contention that it will not. Instead it could result in more serious rate 
l)rol)lems over the long run. 

This is so not only because of the many political sensitivities involved—which 
are providctl for in the various agreements already mentioned—but also because 
of the economic realities competing carriers face in their foreign oi>eration.s. 
NeeiUess to say, the setting of air carrier rates strikes at the very heart of the 
entire competitive situation and each nation will go to great pains to protect 
the interest of its carriers and citizens traveling to other countries. And while 
an agency of our government may not agree with the rate philosophy esiwused by 
certain foreign carriers, it would be unrealistic to expect such an agency to 
force these carriers to realine their thinking without the risk of coimter pres- 
 . from the governments of the carriers involved.   In other words, the formula- 
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tion of international air rates is, in tlie final analysis, a carrier management 
problem which can only be achieved through an organization which is outside 
the shadow of direct government pressures. 

Insofar as protecting the interests of the American public is concerned, we 
are satisfletl that the Civil Aeronautics Board has sulBcient power to do so as 
set forth in the Federal Aviation Act. Also, we believe thai the continuous 
downward trend in the cost of traveling to foreign countries by commercial air 
carrier supports the contention—ixarticuiarly in the light of rising costs gener- 
ally—that the economic interests of the traveler have not been overlooked. 

The national chamber urges your subcommittee to reject H.R. 465 or any other 
proposal that would grant the CAB the power to fix foreign air carrier rates. We 
would appreciate your making this letter a part of the record of the current 
hearings. 

Sincerely, 
THEBO-N J. Kfcm, 

General Legislative Manager. 

STATEMENT OP THE PAN AMERICAN  PILOTS SUBMITTED BY CURTIS SI. OLSEN, 
CHAIRMAN, SYSTEM ROUTE COMMITTEE 

The pilots of Pan American World Airways, through their system route 
committee, wish to submit their views to the Hou.se Commerce Committee on 
H.R. 465. Directed, controlled, and financed by the Pan Am pilots' master ex- 
ecutive council, the route committee speaks for the Pan Am pilots alone. 

As pilots of this Nation's pioneer international airline we are immediately 
and directly affected by any change in flag air carriage. Because our futures 
are inextricably linked with Pan Am's fortunes we support an orderly expan- 
sion of international air services as the best guarantee of employment oppor- 
tunity and stability. We comprehend that lower international fares and tariffs 
broaden the base of this market and thus fulfill both this Nation's demand for 
development of commerce and the need for exjmnding employment opiKirtunity. 

We recognize that the aim of this bill is to assist the Board in its statutory 
obligation to encourage the proi)er development of air commerce while protecting 
the air traveler and shipiier from unjustifiably high rates and/or discriminatory 
practices. 

The aims are laudable but the method questionable; nothing in the proposal 
demonstrates that the CAB will be able to overcome the circumscriptions of the 
Bermuda Rate Articles. The automatic reversion from clause F to K, present in 
most of our bilateral air agreements, will place the matter of rate determina- 
tions in the intergovernmental level instead of tlie working processes of lATA. 

Moving the matter of rate and tariff determination to the governmental level 
will obviously interfere with and delay the process that has steadily reduced 
international air fares. Rather than achieving the ever present CAB goal of 
lower fares, this amendment could produce interminable intergovernmental 
disputes while the byi>assed machinery of lATA stood idly by; denying a realiza- 
tion of the CAB'S goals through its own actions. This interiKJsitiou could in- 
terrupt air commerce and seriously affect the careers and livelihoods of thou- 
sands of U.S. flag airline employees, as well as travel plans of thousands of 
passengers. 

Fares have decreased during the postwar generation and show steady signs 
of continuing their downward march. Can the same be said for the thou.sands 
of ancillary services that are required for the air travel market (Just look at 
the taxi meter on your next trip to the airport.) 

This Government's powers of moral suasion have worked well in the past and, 
in view of the congressional rejection of similar rate fixing bills in the i>ast.. 
should certainly work again in the event of another Chandler fare-tyi>e dispute. 

We therefore respectfully submit to this committee that passage of H.R. 465 is 
not in the public interest. 

(Whereui^on, at 12:10 p.m., the hearing adjourned.) 
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